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Dividends Don’t Deviate—Much 


Corporate earnings may soar and sink, but dividends 
don’t deviate—at least in the short run. This is probably 
a very happy thought for most shareholders. When cor- 
porate profits after taxes take a short-lived dive, stock- 
holders can be fairly sure of steady payments because the 
proportion of earnings allocated to them is upped. But to 
maintain that stability in leaner times, corporations have to 
retain a higher percentage of profits in the better years. 
The reasons for these corporate policies, and a picture of 
current retention and disbursement ratios are to be found 
starting on page 362. 


The British Look at Convertibility 


What is convertibility anyway? There are many things 
the word might mean and several that it does mean to a good 
many. But the British, whose pound sterling is more or less 
the key to the current situation, definitely have their own 
ideas on the subject—and by them the term is assigned a 
restricted meaning. 


Convertibility of sterling into gold is definitely out of the 
question. Pounds owned by the British themselves will con- 
tinue—about as they are now: convertible only with per- 
mission or subject to rules and regulations. Export of British 
capital must be carefully restricted for a long time to come. 
And what about trade restrictions? They appear likely to 
be around for a good while, and as long as they flourish 
convertibility can have but a limited significance. 


But some progress is being made—and maybe con- 
vertibility will slip up on us unawares! (Page 350.) 


_ The New Look—Figurewise 


Dior’s latest fashions are a throw-back to the Twenties, 
but Tar ConFrerEnce Boarp’s new ten-city consumer price 
index has the up-to-date look of the Fifties. This index 
(which previews the more comprehensive national index) 
measures the month-to-month changes in the buying power 
of the urban wage earner’s dollar. Formerly built around a 
family market basket typical of the early Thirties, the index 
had a base date of January, 1939. The new index’s ‘market 
basket’ represents consumer purchasing habits of the present 
decade (eliminating such passé items as union suits) and 
uses 1953 as a base. 

The article on page 346 describes how the new index is 
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constructed and what information it affords; it also compares 
the figures yielded by the old and new indexes. 


A Bigger Role for the Consumer 


Despite declines in government defense outlays, business 
activity has remained fairly level in past months owing 
to increased consumer buying. This shift from ‘guns’ to 
‘butter,’ not indicated in aggregate industrial statistics, 
merely reverses the change that took place between late 
1950 and mid-1952. In fact, consumption has recovered 
only about half of the Korean war loss. “If defense outlays 
were to decline by another $15 billion, personal consumption 
could claim all the released output without rising above a 
historically normal relation to total gross product.” Thus 
the consumer is in a position to determine the coming eco- 
nomic picture. (Page 342.) 


Optimism—But Not Unrestrained 


What’s the business outlook for the next few months? 
According to most of the 153 manufacturing companies sur- 
veyed, “Business Is Getting Better.” One in six is already 
enjoying some revival, and others look forward to a moderate 
upturn this fall and winter. But the general tone is one of 
conservative optimism: no expectation of a sharp rise or an 
early return to the peak levels of recent years. Before-tax 
profits for 1954 will probably fall below 1953 levels for two 
out of three reporting companies, and some further reduction 
in inventories and sag in employment are _ indicated. 
(Page 370.) 


Growing Pains and Business 


Which comes first, the babies or the boom? Will economic 
activity rise, in the long run, because population increases 
rapidly, or will population rates climb only if economic 
activity rises? What determines population change ? 

A factor of population growth, of course, is the number of 
married women and eligibles in the various age groups. But 
within those determinants, the number of marriages, the 
number of children per family, and the number of households 
will be affected by economie conditions. The methods and 
meanings of demographic forecasts, and the relationship 
between birth rates and business are discussed in the article 
on page 354. 


THE CONSUMER'S ROLE 


As government demand has declined, consumption has been 
regaining a more normal share of total output 


1954 recession, it has become increasingly 
clear that something like a turning point was 
reached very early in 1954—in January or February. 
This was the period of the fastest decline in defense 
deliveries, the most widespread inventory liquidation, 
the lowest level of new orders in manufacturing, the 
sharpest decline in backlogs, the lowest volume of re- 
tail trade, the lowest level of instalment borrowing. 
By the end of the first quarter, some of these de- 
clines had ended; others were progressing at a much 
slower rate; and still others had reversed into up- 
trends. Figures for the first quarter made a general 
pattern of decline; for the second quarter they struck 
a precise balance. 


AN PERSPECTIVE has lengthened on the 1953- 


STEADY LIKE TRADE WINDS 


As this balance continued into early summer, it 
spread monotonously through the whole range of busi- 
ness statistics. The industrial production index clung 
tenaciously to its spring level, and all of the major 
components of the index were almost motionless. Fac- 
tory employment continued a slow downward drift, 
but the decline was about offset by rising employment 
in construction and trade, and unemployment stuck 
doggedly at between 3.0 million and 3.5 million. Hours 
worked stopped falling. Personal income wobbled 
narrowly around the $285-billion rate that had pre- 
vailed since the first quarter. Even supposedly “sensi- 
tive” raw materials price indexes were becalmed. 

Tue Conrerence Boarp’s diffusion measures! made 
the same point. The “average duration of run” series, 
which tends to forecast the behavior of general busi- 
ness activity, turned up sharply in March. It con- 
tinued to rise in April and May, reaching a level in 
the latter month which suggested that expansion and 
contraction forces were about in balance. In June, 
however, the index showed no further improvement. 
The index of “cumulative duration of runs,” which 
tends to conform generally to business conditions, flat- 
tened out in the second quarter, but did not begin to 
rise. 

Of the three diffusion measures built around the 
industrial production index, department store sales, 
and wholesale prices, only the series for department 


See “Cyclical Diffusion,” The Business Record, June, 1954, pp. 
227-233. 
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store sales had shown a clear upward movement by 
the end of the second quarter; the measure for indus- 
trial production indicated only a plateau, and the 
series for wholesale prices still suggested a decline. 

In general, these diffusion measures are lagging be- 
hind the pattern they set in 1949. Six months after 
its May, 1949, trough, the “average duration of runs” 
curve indicated a substantial degree of recovery; six 
months after its December, 1953, trough, the curve has 
indicated only a balance of opposing forces. 


WHICH WAY FOR INVENTORY? 


In one respect, this stability of business measures 
over the past four months has some encouraging im- 
plications. In mid-1953, when the aggregate end- 
product demands of consumers, government and busi- 
ness flattened out after their rise from the mid-1952 
steel strike, production rates were such that inventory 
was accumulating at about $5 billion per year. The 
effort to curtail this inventory growth was certainly 
among the important influences in the ensuing decline 
of business orders and production. 

Now the situation is reversed; while end-product 
demand of consumers, business and government, in 
aggregate, is again stable, production rates are now 
below final demand, and inventory is now draining 
off about as fast as it was accumulating a year ago. 
This is, obviously, an unbalanced situation; if end- 
product demand remains firm, ordering and produc- 
tion must eventually rise to prevent stocks from fall- 
ing below an efficient working level. 

This rise in output, to close the inventory gap, may 
already have begun hesitantly in a few industries; 
for example, chemicals, some textiles and television 
sets. The wave of liquidation is no longer maintain- 
ing an unbroken front. On a quarterly basis, as it is 
measured in the gross national product, aggregate 
inventory liquidation may have passed its crest in the 
first quarter; in the second quarter as a whole, the 
rate of liquidation abated slightly. But as late as 
June the run-off of excess stocks was still rapid in 
the steel, machinery and motor vehicle manufacturing 
industries. 

The locus of inventory liquidation in manufacturing 
has stayed in durables industries, but it has shifted 
away from raw materials, and toward end products. 
In the first quarter of 1954, liquidation of manufac- 
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turers’ inventories had been confined entirely to pur- 
chased materials. In the second quarter, more than 
half the reduction in manufacturers’ stocks was in 
in-process goods: in June alone, the reduction was en- 
tirely in this category of inventory. At retail, inven- 
tories were about unchanged in the second quarter as 
a whole, but it may be noteworthy that retail stocks 
rose in April and May, particularly among nondur- 
ables outlets, and then fell sharply in June, when all 
retail stores enjoyed a marked improvement in vol- 
ume. In July, soft-goods sales continued very high, 
and inventories in these lines were probably further 
reduced. 

Taking account of both the shift of liquidation 
toward finished goods at the manufacturing level, and 
the renewed liquidation of finished goods at retail 
levels in June and July, business is evidently getting 
rid of its overhang of finished merchandise as fast as 
at any time since liquidation began in late 1953. 


AUTOMOBILE DEALERS UNLOAD 


Automobile sales faltered in July, but the decline in 
sales was accompanied by an almost equal decline in 
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passenger car production, with the result that dealers’ 
stocks continued to fall. Since spring, the automobile 
industry has taken a firm grip on its stock problem 
by cutting the rate of output by about 35%. Assem- 
blies for the second quarter amounted to over 1.5 mil- 
lion; for the third quarter they will run to about 1.1 
million. 


ITS IMPORTANCE 


During this display of self-discipline on the part of 
producers, new-car demand, while it has been erratic 
in recent months, has averaged good enough to pro- 
duce a sizable drop—over 100,000—in new-car stocks. 
Assuming a reasonable market break in the late 
months of the year, and making due allowance for 
the extraordinary energy the industry usually exhibits 
during a model-cleanup campaign, it seems quite pos- 
sible that production will be on the rise again by Octo- 
ber or November to build up dealer stocks of 1955 
models. 

While this is an entirely seasonal phenomenon, it 
is nevertheless of some importance. For one thing, the 
slack behavior of steel production during the summer 
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has been owing, in some measure, to the drying up of 
automotive demand for steel. That source of demand 
is now expected to quicken in September, as buying 
for new models begins to rise. Together with defense 
department ordering, which is now reported in an 
uptrend, this should help to stabilize order backlogs 
in the primary metals industries. 

To summarize the inventory situation as it appears 
at mid-August: 


¢ The rate of liquidation in June and July was not 
materially lower than in the first quarter; 

e At current production rates in consumer industries, 
current levels of retail trade are causing a continuing 
drain on retail stocks; 

e At current production rates, manufacturers no long- 
er wish to reduce their raw materials inventories; 

e Prospective purchasing in connection with defense 
procurement, and the beginning of the 1955 produc- 
tion cycle in the automobile industry, suggest that the 
run-off of inventory in these hard-goods areas should 
slow. 


CONSUMERS AND INVENTORY 


As long as retail trade stays as good as it is now, 
inventory is thus becoming a more and more bull- 
ish element in the outlook for late 1954. The figures 
on inventory, automobiles and defense can be put 
together to yield a picture of gathering energy in the 
third quarter, and then a new uptrend in production 
and orders in the fourth quarter, to close the inventory 
gap, to refill the defense production pipelines, and to 
build up stocks of 1955 automobiles. This could mark 
the end of the inventory cycle begun in 1953. 

It would be easy to exaggerate the possible implica- 
tions of an end of inventory liquidation alone; the re- 
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sulting improvement in business conditions might be 
small, and temporary—perhaps no more than a three- 
point rise in the industrial production index, and an 
increase in employment of about 250,000. But behind 
the increasingly bullish inventory picture lies the 
consumer himself, and his apparent willingness to 
continue taking goods off retailers’ shelves faster than 
they receive them. 

More than inventory, it is the consumer who holds 
the key to business over the next several quarters. If 
retail demand stays as strong as it was in June and 
July, some recovery in consumer goods industries, to 
maintain retailers’ stocks, is almost inevitable. If it 
gets significantly stronger, it could mean a new flower- 
ing of the eight-year-old postwar boom. 


THE CONSUMERS’ SHARE 


The stability of the second quarter reflected, in 
the main, a sharp rise in the rate of consumer spend- 
ing, which about offset a severe decline in the rate of 
government outlays for defense. At least in July, this 
condition persisted: total consumer outlays were still 
rising, and defense still falling. 

This transfer of energy, from defense to personal 
consumption, is the reverse of a transfer that took 
place between early 1950 and early 1952 (see chart). 
In this two-year period, a combination of taxes, ma- 
terials controls, credit controls, and voluntary re- 
straint drove the proportion of output represented 
by personal consumption expenditures from about 
70% of total output to about 62%. In the same 
period, the share of government in total expenditures 
was elevated from 8% to 16%. In late 1952 and 
early 1953, a new boom in defense spending, as many 
of the controls lapsed, was superimposed on the final 
stages of the climb in defense spending, and the rela- 
tive shares of consumers and defense remained about 
unchanged. 

Since mid-1953, personal consumption expenditures 
have been steadily reassuming their lost share of out- 
put, and defense has relinquished its gains of the 
Korean war. However, even after a year of this 
reversal, consumption has recovered only about half 
of its 1950-1952 loss, and is still taking an historically 
low proportion of total output. In fact, if defense out- 
lays were to decline by another $15 billion, personal 
consumption could claim all the released output with- 
out rising above a historically normal relation to total 
gross product. 

This expression of the relation of defense to con- 
sumption in the years since 1950, in terms of their 
relative shares of total output, is only another way 
of saying that since Korea consumers have saved an 
historically high proportion of their incomes. In 
effect, only a relatively small part of the additional 
wages and salaries generated in defense production 
was brought to bear on consumer markets. Partly 
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The Services’ Share of Total Consumption 
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voluntarily and partly because of controls, consumers 
did not effectively bid against defense for their tradi- 
tional share of output. This restraint helped to 
narrow and then close the so-called “inflationary gap,” 
the measurement of which was such a popular pas- 
time in 1951 and 1952. It also allowed the increase in 
consumer outlays since 1950 to fall well behind the 
increase in the total value of national output. 


SERVICE OUTLAYS STABILIZING? 


The longer-term implications of the depressed 
share of output going to consumers are more impres- 
sive in the light of the present composition of con- 
sumption outlays (see chart). In the early postwar 
years, service outlays represented an abnormally low 
proportion of total consumer expenditures, in large 
measure because of the continuing effectiveness of rent 
controls and the scarcity of housing. Since 1949, 
however, service outlays have risen from less than 
32% of total personal consumption expenditures to 
over 36% in early 1954. 

This is still somewhat below their prewar share, but 
recent months have produced some very tangible 
evidence that the postwar surge in service prices, and 
hence in expenditures for services, has now shifted to 
a much lower gear. In fact, the Bureau of Labor Sta- 
tistics housing index, which enjoyed one of the most 
vigorous uptrends in the whole range of postwar 
price statistics, has apparently ground to a halt, and 
the current outlook for rental prices is certainly not 
strong in view of the flood of new residential housing 
units pouring onto the market. 

Partly owing to the flattening out of housing costs, 
the rate of increase in service outlays has slowed 
sharply since mid-1953, and in recent quarters the 
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proportion of total consumer outlays going to serv- 
ices has stopped rising. This suggests that, in any 
further expansion of total personal outlays in the 
next few years, consumer goods manufacturers should 
share more equably than in past years of the post- 
war boom. 

These statistics on proportionate shares of output 
going to the consumer and into defense do not, of 
course, have much application to the short run. They 
do, however, provide one general measure of progress 
in the return of activity from government defense to 
private consumption. As of the third quarter of 1954, 
a considerable part of this transfer has been safely 
negotiated, with little reduction in total demand. 
As late as July it was still going on. And to the 
extent that historical relationships can serve as a 
guide, there remains plenty of room for a further 
expansion of consumption, if and as defense require- 
ments subside further. 

Apert T. SOMMERS 
Division of Business Economics 


BUSINESS FORECASTS 


General 


The National City Bank of New York (in the National 
City Monthly Letter, August, 1954) —“In the broad sense, 
business has been stable for five months. In both produc- 
tion and prices the ups and downs of products in different 
stages of adjustment have roughly offset each other. For 
the most part, movements in either direction have been 
moderate. The prospect is that they will continue that 
way. Business has withstood a drop in buying, production 
and employment without going into a downward spiral. 
The strength of the influences supporting consumer pur- 
chasing power, encouraging construction and investment, 
and so stemming the decline, has been demonstrated. On 
the other hand, there is little in sight to bring about a 
sharp advance.” 

Guaranty Trust Company of New York (in The Guaranty 
Survey, August, 1954)—‘‘A logical case, resting on two 
principal facts, can be built for at least a moderate upturn 
in business activity during the second half of the year. 
First, some of the major forces which have been operating 
to decrease business volume (such as inventory liquidation, 
declining federal expenditures, and sluggishness in retail 
markets) seem to be waning and indeed in some cases 
appear to be giving way to mildly expansionary forces. 
Second, those forces which tended to sustain business levels 
during the first half, such as construction activity and plant 
and equipment investment, show no clear evidence of 
abatement.” 

Federal Reserve Bank of Dallas (in the Monthly Busi- 
ness Review, August 1) —‘‘Few, if any, qualified observers 


(Continued on page 367) 
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cities will have an up-to-date look when the re- 
vised index for July, 1954, is released in Sep- 
tember. 

This index, compiled since 1948, is a feature of 
the Board’s consumer price research program and 
serves as a preview of the comprehensive national 
index. The revised ten-city index is an integral part 
of the national index and embodies the major improve- 
ments developed for the forty-city figure. 

During the past three years, THe CONFERENCE 
Boarp has devoted considerable research time to mod- 
ernizing these price series in order to keep them ac- 
curate measures of consumer price change. They are 
more precisely described as measures of the price 
changes of a fixed quantity of goods and services pur- 
chased by the families of wage earners and salaried 
clerical workers. The ten-cities consumer price index 
will continue to measure the month-to-month changes 
in the buying power of the urban wage earner’s dollar 
in these cities. 


Ts BOARD’s consumer price index for ten 


WHY THE REVISION 


One of the principal aims of the revision was to 
develop a modern weighting pattern. This market 
basket, the basic framework of the index, is based on 
family spending habits. The old index measured price 
changes according to purchasing habits typical of the 
early 1930’s, whereas the new ten-cities index will 
have an up-to-date market basket relating to the 
early Fifties. 

Other changes have been made to bring the index 
up to date. The list of goods and services priced has 
been expanded. Population weights used in combining 
the city indexes to obtain the ten-cities figure have 
been revised in accordance with the 1950 Census. A 
more recent base date, 1953, is being used instead 
of January, 1939, in order to facilitate price compari- 
sons in the postwar period. A number of other tech- 


TEN-CITY 


CONSUMER PRICE 
INDEX REVISED 


nical and operating procedures have been introduced 
to improve the over-all measure. The basic con- 
cepts have not been altered, however, and the his- 
torical series which begins with January, 1948, will 
not be broken. 

The selection of an up-to-date weighting pattern 
was of primary importance. The weighting pattern, 
customarily called the market basket, is derived from 
the spending habits of families represented by the 
index. Increases in real income and the introduction 
of new products over the past twenty years have ac- 
counted for important shifts in family buying habits. 

The new market basket was derived from the con- 
sumer expenditure study of 1950 conducted by the 


Consumer Price Index for Ten United States Cities 
January, 1948, through December, 1953 
January, 1939—100 


1951 1952 


January........ 161.3 170.6 | 179.0 | 179.5 
February....... 159.7 173.3 | 176.3 | 178.4 
March.. 159.1 172.6 | 176.7 | 178.7 
Apnils. 3. .sa: 161.2 173.0 | 178.4 | 178.6 
Mayim cress: .0s 162.3 173.6 | 178.9 | 178.7 
June’. s 2c 163.7 173.5 | 179.0 | 179.8 
July... 166.1 174.5 | 180.4 | 181.1 
August......... 166.1 174.8 | 180.8 | 181.1 
September...... 165.8 175.5 | 179.9 | 182.0 
October......... 163.8 176.0 | 179.8 | 180.9 
November...... 163.3 178.2 | 180.6 | 180.7 
December....... 162.3 178.8 | 179.8 | 180.4 
Annual Average.| 162.9 174.5 | 179.1 | 180.0 
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Bureau of Labor Statistics. This study of family 
spending in ninety-one different localities, along with 
data from earlier surveys, provided the raw data for 
determining the weights for the various goods and 
services entering into the new index. Adjustments 
were made, taking into account the unusual volume 
of buying of consumer durables immediately following 
the Korean crisis, to make the market basket represen- 
tative of the early 1950’s. 


ITEMS TO BE PRICED 


The number of commodities and services priced 
will be increased from around 200 to about 300 in the 
new index. In addition to giving a more detailed 
measure of price change, the new series introduces 
new commodities and recognizes the changing impor- 
tance of others. Such things as water, telephone 
service, domestic wages, frozen foods and jewelry, not 
carried by the old price index, were added to the 
new series. On the other hand, yellow laundry soap, 
union suits, and similar articles which have declined in 
importance have been dropped. 

An important addition to the index was that of home 
purchase. The expenditures for a house and its main- 
tenance were considered as an investment in the 
old index. Today, more families of wage earners and 
salaried clerical workers own homes than in the mid- 
Thirties. Consequently, expenditures for these shel- 
ter costs will be included in the new index in the 
same way as other consumer durables. Each of the 
items included in the new index is described by a 
specification or detailed description to aid in measur- 
ing the real price change, rather than that due to 
quality differences. 

In the ten-cities index, prices are collected monthly 
for food, apparel and housefurnishings, while rent, 
home repair, personal and medical care, for example, 
are priced on a quarterly cycle. Still others, such as 
water rates, domestic wages, and automobile license 
fees are surveyed annually. 

The Board’s new comprehensive index will be based 
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on indexes for forty cities combined on the basis of 
populations for standard metropolitan areas. The 
forty cities were chosen as representative of cities 
with populations of 50,000 and over with respect to 
population, income, climate, and degree of industrial- 
ization. Atlanta was added to the previous thirty- 
nine cities to give a better national coverage. The se- 
lected cities, stratified according to population, will 
represent all nonsurveyed cities of the size class. 

Ten of the cities will be priced each month, while 
the remaining thirty cities will be priced quarterly 
in groups of ten. The composition of the groupings 
was altered to give better regional coverage in terms 
of city characteristics. New Orleans, which was priced 
monthly, will be priced quarterly, and Houston will 
be priced monthly now, rather than quarterly. 


NEW BASE DATE 


The year 1953, which also coincides with the in- 
troduction of the new weighting pattern, has been 
selected as the new base date for the index. The index 
base (equal to 100) is merely a reference point in 
time to facilitate time-to-time price comparisons. 

Although the new base will change the appearance 
of the index, it will not alter the time-to-time changes 
of the old index. The historical series for the new 
index includes the new series beginning with January, 
1953. The “old” index for the period January, 1953- 
June, 1954, will be discontinued. 

The accompanying table shows the all-items index 
numbers for ten cities from January, 1948, through 
December, 1953. Indexes are shown on both the 
January, 1939, base and the 1953 base. During the 
period from 1948 through 1952, the “old” series 
has been rebased to 1953. In January, 1953, figures 
represent those for the revised index. 


WHAT THE INDEX MEASURES 


The Board’s ten-cities index measures the time-to- 
time changes in the cost of a fixed market basket of 
goods and services bought by the families of urban 
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Schedule of Cities Surveyed 


A (Quarterly) B (Quarterly) C (Quarterly) 
Every Month January, April February, May, arch, June, 
Ten-cities Index July and October August and November September and December 
irmingham Bridgeport Akron Atlanta 
note Cincinnati Baltimore Cleveland 
Chicago Erie Chattanooga Des Moines 
Denver Grand Rapids Dallas . Evansville 
Detroit Minneapolis-St. Paul Duluth-Superior Huntington-Ashland 
Houston New Orleans Richmond Kansas City 
Indianapolis Newark-Northeastern Rochester Lansing 
Los Angeles New Jersey St. Louis — Milwaukee 
New York Roanoke San Francisco- Pittsburgh 
Philadelphia Seattle Oakland Portland, Ore. 
Syracuse Wilmington 
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For further information on the Board's new 
consumer price index, see the series of articles 


published in the Management Record beginning 
with the issue for August, 1954. 


wage earners and salaried clerical workers in those 
cities. It can be used generally as a preview of the 
Board’s index for forty cities. The use of either index 
to measure price changes for other income or occu- 
pational groups will be valid only in so far as the 
user is willing to accept them as a general measure 
of price change or if the spending habits of these 
other groups are similar to those of the index family. 
The wage earner-salaried clerical group comprises 
such a large part of the urban population, however, 
that the forty cities index can be used as a measure 
of urban retail price change. 

Changes in the level or standard of living or in 
the cost of living are not measured by a consumer 
price index. To measure the cost of living, the weight- 
ing pattern would have to be reassessed at each pricing 
period. Also, the index is constructed to measure price 
change over time. It cannot, therefore, provide city- 
to-city comparisons of prices or level of living. The 
most that can be said in comparing two cities over 
a specified time period is that prices have risen more 
or less in one city than they have in another. The 
level of living in the two cities at the starting point 
cannot be presupposed to be equal. 


James F. Biro 
Statistical Division 


Financial Notes and Footnotes 


ABOUT FIFTEEN months ago the Federal Reserve 
authorities executed a sharp about-face. Inflation had 
been replaced by deflation as the leading danger of 
the day in the official view, and a “neutral” or “re- 
strictive” (depending upon who it is that is doing 
the talking) policy was replaced with one of “active 
ease” with a view to warding off any depression which 
might be in the offing. 

A “recession” did in point of fact develop, causing 
considerable uneasiness, and giving rise to criticism 
of the Reserve authorities for allegedly having played 
a part in interrupting the unprecedented prosperity— 
which the Chairman of the Board of Governors of the 
Federal Reserve system has since described as a 
“bubble on top of a boom.” 

A more confident state of mind has now emerged, 


and many observers are saying that much credit is 
due the Reserve for its part in stemming the down- 
ward tide almost at its inception. Highly controver- 
sial questions are involved in all this, and there is 
no intention of entering into arguments about them 
here. It is possible, however, to take note quite ob- 
jectively of what has happened in the money market 
and related areas since early May of last year. 

If it was the expectation that the various steps taken by 
the Federal Reserve authorities—successive reductions in 
the discount rate, lowering of reserve requirements, and 
open-market purchases of government obligations—would 
make the consumer or business more ready to seek funds 
of the banks, or more ready to spend the money they 
already had, or would lead the banks to find their own 
means of enlarging the flow of funds into the hands of the 
nongovernment public, there ‘is little evidence that things 
have gone according to Hoyle. 


At the end of April, 1953, excess reserves of member 
banks stood at $351 million. Loans and discounts 
amounted to $1,014 million. Free reserves, according- 
ly, came to $663 million less than none at all. 

On August 11, 1954, excess reserves were estimated 
at $1,129 million, and loans and discounts at $489 
million, with free reserves at the difference, some 
$640 million on the positive side. 

At the first of May last year the discount rate was 
2%; member-bank reserve requirements stood at 
24%, 20%, 14% and 6%. The discount rate is now 
144%, and member-bank reserve requirements are 
20%, 18%, 12%, and 5%. 

Despite some selling off during the past few months, 
particularly the past few weeks, Federal Reserve hold- 
ings of governments still stand appreciably above 
those of the last of April, 1953. Despite a considerable 
rise in deposits meanwhile, required reserves on 
August 11 of this year were a $1.75 billion less than 
at the earlier date. 


All this, of course, has brought money-market rates 
tumbling down. The longest Treasury bills now yield 
1.03%; at the first of May last year, they were yielding 
2.25%. The 344s now yield only about 2.60% to near- 
est call date; at the end of April last year they were 
yielding 3.25%. 

Prime commercial paper moved down from 2.50% 
to 1.38%. Standard and Poor’s bond yields are down 
from 3.3% to about 2.8%. Various other rates de- 
clined similarly. 

But (1) Commercial, Industrial and agricultural loans are 
today $2 billion less than a year ago. A marked seasonal 
rise is past due, but has not put in an appearance as yet. 

(2) No other type of loan except "street loans" and real 
estate loans—both of which are now and normally much 
smaller than regular business loans—shows any increase 
over last year. (Continued on page 353) 
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Index numbers: 1947-1949=100; seasonally adjusted 


SELECTED BUSINESS 


Total Business Sales 
60 


40 
1953 1954 


Billions of dollars; seasonally adjusted 


INDICATORS 


Item Unit 


Toluctrial production total iS Peay ee Soe 1947-49 =100 
goerae Foods (Si ake aise eens 1947-49 = 100 
Nondurable goods (S).................-- 1947-49 = 100 
Minerals: (S) 950. Bint ee ae in ie ah 1947-49 = 100 

Consumer durables (S) (R)!..............- 1947-49 = 100 

Machine toolst.x.. csc eee cet et see cee 1945-47 = 100 

Construction contracts awarded, residential’ million dollars 

Construction contracts awarded, other®..... million dollars 

Retail aales US) actress tone cacssce cess million dollars 

Retail inventories (S)4.................... million dollars 

Department store sales (S)................ 1947-49 = 100 

Department store inventories (S)*.......... 1947-49 = 100 

Manufacturing sales (S).................4. million dollars 

Manufacturing inventories (S)*............ million dollars 

Manufacturing new orders (S)............. million dollars 

Manufacturing unfilled orders‘............. million dollars 

Carloadings, total®....................--- thousand cars 

Carloadings, miscellaneous®................ thousand cars 

Prices, Wages, Employment— 
Basic commodity prices®.................. 1947-49 = 100 
py holaele Siintip nity prices, all........... 1947-49 = 100 
EPS Che Selec foes es eke oes ee eae oS 1947-49 = 100 
Lajustrial Raarete stetatssarevel Aiels sieceense steals e, ses 1947-49 = 100 

Consumers’ price ANGORA och at ks eaeet eshis 1947-49 = 100 

Farm parity price ratio................... 1910-14 = 100 

Non-agricultural employment.............. thousands 

Unemployment.................00 eee ees thousands 

Factory employment.................++:- thousands 

Average weekly hours worked, manuf’ing. number 

Average hourly earnings, manufacturing Bates ollars 

Personal income (S)’............02..0-008 billion dollars 

- Finance and Government— 

Bank debits, outside New York City®....... million dollars 

BUSINESS) IGANS?. nyc c.5- 0 eye tees- eis eTogeioiersia ole a> million dollars 

Consumer instalment credit outstanding‘... |} million dollars 

Privately held money supply‘............:- billion dollars 

Federal budget receipts.................+: million dollars 

Federal budget expenditures..............- million dollars 


Defense expenditures................... : || million dollars 
Federal budget surplus or deficit, cumulative™|| million dollars 


1Qutput of major consumer durables 
2Shipments 

387 eastern states 

4End of month 

SAverage weekly 


7Annual rate 
8888 centers 
%Average of Wednesday figures 


6A verage of 22 daily spot market prices 


From July 1 to end of month indicated 


Latest Month | Latest Month 


Julyp June May July over over 
Month Ago Year Ago 
124 124 124 137 0 -9.5 
136 \ 135 135 157 +0.7 -13.4 
116 116 116 121 0 —4.1 
lll jr 113 111 120 -1.8 =—7.5 
120 118 119 137 +1.7 -12.4 
204.7 |r 276.3 270.3 267.6 —25.9 —23.5 
TA5 720 825 653 +3.5 +14.1 
1,091 1,013 1,100 1,153 +7.7 -5.4 
n.a 14,439 |r 14,044 14,412a +2.8 +0.2 
n.d. 22,600 |r 22,804 22,294 -—0.9 +1.4 
115 |r 112 108 113 42.7 +1.8 
n.a. 122 121 128 +0.8 4.7 
24,200 24,200 |r 23,978 26,367 0 -8.2 
44,200 44,500 |r 44,798 46,485 -0.7 4.9 
22,600 22,900 |r 22,819 24,525 -1.3 -7.8 
48,400 48,900 |r 50,140 72,720 -1.0 —33.4 
656 678 672 760 —3.2 -13.7 
324 337 343 365 -3.9 -11.2 
91.5 92.3 92.8 87.9 -0.9 +4.1 
110.4 110.0 110.9 110.9 +0.4 —0.5 
96.2 \r 94.7 97.9 97.9 +1.6 -1.7 
114.3 |/r 114.2 114.5 114.7 +0.1 0.3 
115.2 115.1 115.0 114.7 +0.1 +0.4 
88 88 91 94 0 —6.4 
54,661* 54,470 * 54,297 * 55,492 +0.4 n.a. 
3,346 * 3,347* 3,305* 1,548 t n.d. 
12,259 |r 12,484) Pr 12,437 13,875 -1.8 -11.6 
39.4 39.6 39.3 40.3 0.5 — oe 
1.80 1.81 1.80 a ee arf —0.6 +1.7 
n.a. 286.4 |r 286.2 287.3 +0.1 0.3 
62,148 64,657 59,028 63,476 —-3.9 oe 
21,614 21,785 22,005 22,628 -0.8 —4.5 
n.a. 21,110 20,932 20,6354, +0.9 +2.3 
200.6 198.7 198.0 193.0 +1.0 +3.9 
2,827 10,539 3,592 3,360 —73 .2 -15.9 
4,827 7,115 5,203 5,072 382.2 —4.8 
3,193 4,283 | r 3,537 3,768 —25.4 -15.3 
—2,000 —3,029 —6.453 =1.712 Pee: vats 
aJune, 1953 bi a. Hot available 
pPrelimin 


Series revised. For back data see Federal Tieebee Bulletin, May, 1954 
S Adjusted for seasonal variation 
t Less than 0.05 per cent. 


*1954 data based upon new sample; not directly comparable to earlier data 


Sources: Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve 
National Machine Tool Builders Association; Treasury Department; Taz Conrerencn Boasp 
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The British Look at: 


CONVERTIBILITY PROSPECTS AND PROBLEMS 


news in Britain—late the previous day the 

London conference on the subject had com- 
pleted its deliberations and the British Chancellor 
of the Exchequer had held a “press conference,” as 
we in this country would have called it. 

What had the conferees been talking about? What 
had they accomplished? What is the outlook for 
early “convertibility”? What is meant by the term, 
anyhow, and how would it change the situation as 
it exists today? Such were the questions in the minds 
of the British and such the queries that some of the 
leading members of the British press undertook to 
answer on July 17. 

In brief, the consensus among the conferees, con- 
sisting of the Finance Ministers of Western Europe, 
may be set down as in the box on the accompanying 
page. 

Representative selections from some of the more 
extensive accounts appearing in leading organs follow. 


dl 


O* JULY 17, “convertibility” became front-page 


The Financial Times: 


“The European conference on convertibility which ended 
in London last night has been both unusually practical and 
unusually successful. On the one hand, the views of the 
different countries on what was to be done when and if some 
European currencies became convertible have been drawn 
together, where before they were known to diverge: the 
United Kingdom, for example, has agreed that the deputies 
of the conference should be instructed to examine the pos- 
sibilities of a European credit mechanism to supersede the 
EPU—though before it was apparently opposed to this idea. 

On the other hand, steps have been decided on which will 
not only clear the ground for the ultimate introduction of 
convertibility (however that very difficult word is to be inter- 
preted) , but which will also help to liberalize European trade 
still further for its own sake. 


Liberalization 


“Presumably the first results of the conference will be 
seen in this field. The Chancellor of the Exchequer in his 
press conference yesterday evening mentioned both new 
reductions in quota restrictions and new action within OEEC 
to discourage practices which are believed to interfere with 
freedom of trade: state trading, for example, the control of 
invisible trade, and export incentives. 

“Though a further liberalization of trade within Europe 
may be a useful by-product of the conference it was not, 
however, its main object. Its main object was to examine 
the technical problems of convertibility itself. And here the 


progress seems to have been threefold. The conference 
decided—or perhaps it would be more accurate to say that 
it registered the decision which the main countries have 
gradually reached together—that the main advance must 
be on the trade rather than the payments side of the opera- 
tion. 

“All countries must move towards nondiscrimination, 
especially in their relations with the dollar. Secondly, be- 
cause it was felt that convertibility would defeat its own 
aim if the result of it was to stimulate bilateralism among 
the remaining nonconvertible countries, it was agreed that 
measures must be taken:to prevent this: It is in this con- 
nection that the decision to examine a successor to EPU 
is so important. Finally, the conference decided that each 
country should make a separate approach to the IMF, with 
its own suggestions of the amount of credit that might be 
needed and perhaps of the improvements in the interna- 
tional mechanisms of trade and payments which might be 
introduced. 


“It was agreed, however, that such improvements should 
not include a departure from the postwar system of stable 
exchange rates. 


“This part of the conference cannot be expected to pro- 
duce any visible results in the near future. Such suggestions 
as are to be made to the IMF can hardly be discussed 
properly before the meeting in September. The OEEC group 
will not now take any further overt steps towards converti- 
bility before their next conference, to which their working 
parties are to report. This is to take place after the IMF 
meeting, either in October or November. 


Timing 


“Tf the outside world, however, is still left in the dark 
about the timing of the convertibility operation, as it is 
no doubt intended to be, it is not altogether without guid- 
ance. Indeed, it is possible that ‘convertibility’ is something 
of a will-o’-the-wisp. Much emphasis is now being laid on 
the difficulty of taking the final step. At the same time, 
however, sterling (for example) is in fact being made almost 
every day more widely available both as a means of financ- 
ing international trade and as a means for buying certain 
dollar goods. This suggests that the authorities may in the 
end prefer to let convertibility creep up unawares. There is 
a great deal of strategic advantage is shunning the word 
‘convertibility’ with all its implications of risk, while at the 
same time increasing the freedoms which alone make it 
meaningful.” [July 17, 1954.] 


ad 


The Manchester Guardian: 


“After the end last night of the two-day conference on 
convertibility . . . Mr. Butler, the Chancellor of the Ex- 
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chequer and chairman at the conference, said that no date 
had been fixed for the next step towards the convertibility 
of any European currency and that none had been contem- 
plated. 


“He told a press conference that the Ministers had given 
fresh instructions to their deputies to examine a number of 
technical problems on trade and payments in the next three 
months. They had agreed that a world-wide code of trade 
rules needed to be thrashed out, that adequate credit facili- 
ties should be available in Europe when one or more cur- 
rencies were made convertible, and that while European 
countries should move towards nondiscrimination in allow- 
ing imports from the dollar area, the speed of this must 
depend on actions taken in the dollar area as well as in 
Europe. 

“Here was a broad hint to the United States delegation 
that one of the main conditions of convertibility (particu- 
larly in the Chancellor’s eyes) was the further liberalization 
of American imports. 


For Nonresidents 


“Mr. Butler made it clear that the sort of convertibility 
envisaged by the British Government is simply convertibility 
for nonresidents, that is convertibility on current account 
for holders of sterling outside the sterling area. This puts an 
end to rumors which have been circulating both in Germany 
and here that the British Government intended to go very 
much farther than had hitherto been expected.” [July 17, 
1954.] 

| al 
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The Economist (London): 


“The assembly of Finance Ministers of Western Europe 
at Church House, Westminster, this week, under the chair- 
manship of the Chancellor of the Exchequer, has rather 
ostentatiously shunnned the designation of a ‘convertibility’ 
conference. This is to avoid giving the impression that any 
decisions upon moves to convertibility might quickly follow 
the London meeting. 

“They will not do so. This is the first of a series of minis- 
terial meetings organized by the Organization for European 
Economic Cooperation to inquire into the effects that a pos- 
sible move to convertibility would have upon the future of 
the European Payments Union and upon the code of trade 
liberalization that has grown up under the aegis of OEEC. 

“This, therefore, is not a conference to achieve ‘converti- 
bility’ but one to discuss the hypothesis of convertibility. 
Finance Ministers and their retinues of experts do not, how- 
ever, journey to London merely to consider the hypothetical 
consequences of forlorn chances. The fact that this ‘Working 
Party of Ministers’ has begun the formal consultations that 
are due to be completed by November 1 next for report to 
the full OEEC Counci! is yet another straw showing the 
direction of the strong wind now blowing the principal 
currencies of Western Europe towards convertibility. 

“The talk is of a ‘collective approach’ to this goal; 7.e., of 
a joint movement by the major European currencies. It is 
evident, however, that in this movement sterling must 
combine the roles of spearhead and lynchpin. Sterling is the 
currency in terms of which something like half the world’s 
trade is transacted and in which, therefore, appropriate work- 
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e Real progress was made during the London talks. 
Some even called the meetings ‘unusually successful." 
Gains, however, were for the most part rather in the 
form of developing a "collective approach" to con- 
vertibility than in tangible results. 


@ This, the first of a series, was not "a conference to 
achieve convertibility but one to discuss the hypothe- 
sis of convertibility." That is to say the conferees were 
primarily engaged in analyzing the problems likely (or 
certain) to arise if and when convertibility is undertaken 
and in getting a meeting of minds about proper ways 
to solve them. 

e The conference, nonetheless, reached certain sig- 
nificant conclusions, or, perhaps better, recorded some 
important decisions for the most part already made, 
among the most vital of these being that the ‘'main 
advance must be on the trade rather than the payments 
side" of the situation. ‘Nowhere within the sterling 
area,"" says The Economist, "is exchange control the 
instrument of import policy.’ Convertibility could be 
without a great deal of meaning in the absence of a 
further substantial dismantling of import restrictions. 
In this phase of the matter not only European countries 
but the United States has need of action. 


e Sterling convertibility on other than current account 
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is not under consideration. Free capital movements are 
still far, far off. 

@ The convertibility envisaged would, as far as sterling 
is concerned, apply only to nonresidents—that is to say, 
aliens residing outside the sterling area. 

e As to ''stand-by credits’ to sustain convertibility, 
each country is to approach the International Monetary 
Fund on its own. 

elt is possible that the authorities are planning to 
avoid dramatic action and eye-catching publicity, and 
let convertibility "creep up unawares." 

e The London Economist, in a general size-up of the 
situation and outlook, remarks under the heading, ‘How 
Convertible Is Sterling?"’ that some modest progress 
has been made in freeing imports, but that much re- 
mains to be done; that for sterling area residents con- 
vertibility remains a ‘distant and hazy proposal,"’ and 
that even for nonresidents sterling is not "convertible" 
in the full sense of the term, although a substantial 
degree of progress has been made in this direction. 
This magazine concludes that "on the wider tests of 
what constitutes convertibility, there is a considerable 
gap between the de facto facilities that exist today for 
nonresidents and convertibility de jure." The door may 
be already ajar, but more can hardly be said. 
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ing balances are maintained by banks and traders in every 
country in the world; it is therefore upon sterling that the 
strains of convertibility will be concentrated. 


“Many Continental politicians and bankers may have been 
more vocal in their support of the cause than any British 
spokesman, but even the Germans have been careful to 
point out that they will only move to convertibility for the 
Deutsche Mark five minutes after the step has been taken 
by London. 


“Since the convertibility of sterling is the key to the 
whole problem, it will greatly help the discussion of what 
emerges from the London meeting—and of what later will 
be decided in Washington at the IMF meeting and in Geneva 
when the General Agreement on Tariffs and Trade is recon- 
sidered and rewritten—to inquire how near to convertibility 
sterling has already approached and whether, in fact, the 
present clamor may not be knocking at a door that is 
already ajar. 

“The answer to this question does not lie merely in the 
facts of exchange control and the technical facilities that now 
exist for converting sterling, whether resident or nonresident, 
into other currencies. It lies also in the facts of import 
policy and, in particular, of the operation of import licensing 
and of discrimination against imports from dollar countries. 


“Nowhere within the sterling area is exchange control the 
instrument of import policy. If imports have been licensed 
or are admissible under open general licenses, any foreign 
exchange that is required for them is provided automatically. 
That is true not only of the United Kingdom but of the 
rest of the sterling area. The RSA countries have automatic 
access to the central pool of foreign exchange maintained by 
the Exchange Equalization Account in payment for any 
imports they sanction. To that extent, therefore, the sterling 
balances of these countries are (and always have been) con- 
vertible. 

ee °e 


“Judged, however, by this test of freedom to import, the 
progress that has been made by sterling towards converti- 
bility is still modest. It is true that about half the dollar 
goods that enter the United Kingdom come in free of any 
import restrictions. Most of the staple commodities such as 
cotton, oil and grains are imported into the United Kingdom 
on open general licenses, and even though they have to be 
paid for in dollars, they do not have to overcome any dis- 
criminatory hurdles. 

“But the rest of Britain’s imports from the dollar countries 
remain much hampered by import licensing. There are many 
types of goods that Britons might wish to buy from the 
United States, goods ranging from motor cars to textiles, 
for which licenses are still unobtainable. If, therefore, the 
British and Commonwealth concept of the collective ap- 
proach to convertibility is one in which that objective is 
subordinated to the desire to maximize international trade, 
a great deal more remains to be done in dismantling the dis- 
criminatory restrictions on imports into the sterling area 
before genuine convertibility of sterling is achieved. 

“This is an issue on which the American delegation to the 
London talks will have spoken in very much the same terms 
as the Americans spoke during the Anglo-American financial 
negotiations of 1945. There is this to be said for their ex- 


hortations on nondiscrimination: it is only after a further 
dismantling of the existing restrictions that the real capacity 
of sterling to withstand the strains of convertibility, and 
to justify the present rate of exchange, can be assessed. So 
far as import policy is concerned, therefore, the gap that 
remains to be bridged before genuine convertibility is at- 
tained is still considerable—though it has been narrowing in 
recent months. 

“The claim that convertibility is an all but accomplished 
fact usually rests on the more technical and _ financial 
aspects of the exercise, namely on the ability of holders of 
sterling to convert it into any other currency, including 
dollars. In considering this problem two distinctions have 
to be made. The first is between sterling held by residents 
and nonresidents of the sterling area, and the second between 
sterling that is the product of current and of capital trans- 
actions. 


“The resident of the sterling area must still view con- 
vertibility as a distant and hazy prospect. He is still 
hemmed in by exchange control and is likely to remain so 
for a considerable time to come. He still has to resell to 
Exchange Control the foreign exchange proceeds of his sales 
in most nonsterling countries. He is severely restricted as to 
the amount that he can take with him for traveling in 
nonsterling countries; and, for his pleasure travel, the whole 
dollar world is still forbidden ground. 

“Tf he emigrates, the amount of capital he can take with 
him is restricted. The resident who chooses to live in a 
nonsterling country will be fortunate if he succeeds in trans- 
ferring to his foreign domicile—even if he has a substantial 
income in sterling—a larger part of that income than the 
derisory annual travel allowance. These restrictions on 
resident sterling are maintained in order to prevent the 
export of domestic capital. If all restrictions were taken off 
the travel allowances and if exporters did not have to offer 
their specified currencies to the Bank of England, the new 
freedom would provide wide gaps for the outflow of domestic 
funds. 


“Some restrictions on the export of capital must probably 
remain as part of the permanent structure of economic 
organization in a country as heavily burdened by taxation 
as is the United Kingdom; the mechanism of exchange con- 
trol as applying to current transactions is therefore likely to 
remain in being for a long time to come. It is true that the 
British resident can now buy dollar securities without paying 
any appreciable premium for the privilege. This, however, 
he can do only in so far as other residents are feeding the 
supply of these securities; any sudden rush into dollar 
securities by residents of the sterling area would cause a 
rapid resurgence of the premium at which these securities 
are quoted in the London market. 


“The approach to convertibility for sterling held by non- 
residents has been much more impressive. The great bulk 
of the sterling that flows into American hands has always 
been automatically convertible into dollars. And all other 
current sterling acquired by nonresidents is now, with very 
minor exceptions, freely transferable throughout the non- 
dollar world; but it cannot be transferred from a ‘transferable’ 
to an American account. Transferable sterling can, however, 
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be converted into dollars in free markets that function in 
many financial centers, though not in London. 


“Through those markets it has this week been convertible 
into dollars at a rate of around $2.7 6Y,- 77. Moreover, since 
the advance from strict bilateralism in Britain’s payments 
arrangements and the reopening of free commodity trading 
over the whole world, there has been an inevitable loosening 
of exchange control and a loss of efficacy in its performance. 
The result has been that any nonresident acquiring current 
sterling—or even capital sterling—has been able to exchange 
it into any currency he wanted, and in recent months he 
has been able to do so almost without loss. 


“This de facto ability to convert is not, however, tanta- 
mount to formal convertibility. In the first place, the fa- 
cilities obtainable through these free markets in transferable 
and security sterling involve no binding commitments on 
the part of the Exchange Equalization Account. 


“This is not convertibility of the kind that confers direct 
access to the gold and dollar reserve. The rates at which 
these free dealings in sterling have taken place have ap- 
proached parity; but if there were to be increased pressure 
on transferable sterling, it would reflect itself in a widening 
discount and not in a drain—or, at least, not in any corres- 
ponding and direct drain—upon the reserve. 


“Secondly, since there is no official commitment to con- 
vert such sterling into dollars, there is no temptation for 
the nondollar countries concerned to regard their sterling 
balances as the equivalent of dollars and, therefore, to 
loosen their restrictions on dollar imports on the confident 
assumption that they will be able to use their sterling to pay 
for those imports. 


“Tt is sometimes suggested that the indignity of having 
sterling quoted and dealt in (even though at parity) in these 
‘hole and corner’ markets could be removed by tolerating 
a market in transferable sterling in London. Such a move 
has sometimes been proposed as an ‘administrative’ step 
towards convertibility. It would, however, be much more 
in the nature of a short-cut to complete convertibility—on 
the basis of a fluctuating rate of exchange. A market in 
which transferable sterling could be converted into dollars in 
London would imply freedom to move sterling from trans- 
ferable to American accounts. This would be tantamount to 
a declaration of convertibility, though at rates that might 
float well outside the present spread of official rates. 

“The approach to the convertibility of nonresident sterling 
and the narrowing of the discount on transferable sterling 
have been considerably helped by the freeing of staple 
commodity markets in Britain. In many of these markets 
both the resident and nonresident can now buy in sterling, 
irrespective of the currency in which the goods were origin- 
ally bought. For commodities with a substantial dollar 
content, and notably for grains and cotton, a general rule 
is that reexport of goods originally paid for in dollars can 
be made only against payment in dollars. But this rule is 
being gradually relaxed; a significant illustration of this 
trend has been provided this week by the permission given 
to sugar merchants to resell in terms of any currency sugar 
that may have cost dollars. 

“Even where the ‘dollar-for-dollar’ rule obtains, as in 
cotton and grains, the fact that imports for domestic con- 
sumption can be made without reference to the country of 
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origin and to the currency in which payment was made has 
involved a considerable approach to the goal of convertibility. 
If, for example, nonresidents had excessive holdings of 
sterling and were thus led to buy sterling wheat and bid 
it to a premium, the result would be that the domestic 
buyer would concentrate his purchases on cheaper dollar 
wheat. 

“The freeing of commodity trading has provided scope for 
commodity arbitrage through ‘cheap’ sterling, and it is largely 
through the functioning of these markets that world prices 
in staple commodities have become more closely integrated 
and that at the same time the discount on ‘cheap’ sterling 
has virtually disappeared. It is, in fact, through the opera- 
tion of these free commodity markets that the greatest pro- 
gress towards effective convertibility of sterling has been 
achieved. 

“But even when these several trends have been rated at 
their maximum worth, and when the weight has been given 
to the fact that sterling is now in comparatively short 
supply overseas and stands well in the free markets, it re- 
mains clear that, on the wider tests of what constitutes con- 
vertibility, there is still a considerable gap between the 
de facto facilities that exist today for nonresidents and con- 
vertibility de jure. And it is to the possible effects of de jure 
convertibility that the discussions at this week’s meeting 
have been addressed. 

“The distinction between the two is still of fundamental 
significance. But it is also clear that a retreat from the 
‘administrative’ convertibility that exists today would be 
much more difficult and damaging to secure than would have 
been true two or three years ago, when the whole system 
had been much less fully developed, and when no such super- 
structure of confidence and hope had been erected upon it 
as that which has grown up in recent months.” [July 17, 
1954.] 


Financial Notes 
(Continued from page 348) 


(3) The banks have used virtually all of their additional 
reserve margin in getting themselves out of debt to the 
Federal Reserve and in adding to their holdings of gov- 
ernments. The growth in the governments portfolio of 
the commercial banks accounts for nearly all the increase 
in publicly held federal debt. 

(4) There has been a major upward movement in stock 
prices and, of course, in bond prices, but new capital 
raised in or through the money market has shown no cor- 
responding increase. 

(5)So far as may be determined by the velocity of 
turnover of demand deposits, owners of funds have not 
been persuaded to make any marked change in their rate 
of spending. The increase in consumer instalment debt has 
been very moderate. 

Whatever may be said of other aspects of the situ- 
ation, the fact is that positive money-market results, 
other than a superabundance of funds, lower rates, 
and a greedy governments market, are rather anemic. 


—F. W. J. 


GROWING PAINS AND BUSINESS 


The relation of population growth to business cycles has changed 
dramatically over the past decade 


1954 exceeded 162 million, a gain of over 101% 

million since mid-1950 and 2214 million since 
mid-1945. Nine years after the end of World War 
II, many observers have come to view this rapid ex- 
pansion no longer as a temporary postwar phenome- 
non but as a long-term upsurge which will continue 
indefinitely into the future. Long-term projections 
of economic activity in the United States now almost 
without exception place considerable stress on the 
current rate of population increase. 

It is true that for almost a decade the population 
has grown with exceeding speed, and that there has 
been little sign of any deceleration in the rate in recent 
years. There is, however, good ground for arguing 
that the reasons for the population upturn have 
changed markedly since the early postwar years. 
While the upturn was once assured and underwrit- 
ten by a kind of population backlog resulting from 
World War II, the backlog is now exhausted, and 
the current rate of population growth is now itself 
dependent upon a high and rising level of economic 
activity. 

Many long-term forecasts assert that economic 
activity will rise because population is increasing 
rapidly. It may now be more accurate to say that 
if economic activity rises, population will increase 
rapidly. The point is that in the event of an economic 
downturn originating outside the field of population, 
significant and even striking changes in the population 
trend are now quite possible, where they might have 
been impossible in the early postwar years. 


"Tiss population of the United States in mid- 


POPULATION FORECASTS 


Population forecasting is a time-honored art in 
American life. Benjamin Franklin took a hand in it, 
and President Lincoln estimated that the population 
would be 217 million by 1925. In more recent years, 
demographers have issued forecasts and projections 
of population changes regularly. 

As an indication of how far population forecasts 
can err, the chart on page 355 compares actual pop- 
ulation changes with some of the more prominent 
projections made in the past quarter of a century. 
Because of differences in the level disclosed by subse- 
quent censuses, the comparison of actual levels with 


forecast levels is made in terms of change, rather 
than absolute amount. 

None of the half-dozen forecasts for the 1940- 
1950 period made by recognized authorities! came 
close to the actual changes. This is true even of the 
so-called “high” forecasts, where the best was still al- 
most 30% short of the mark. The “medium” projec- 
tions, presumably favored by the forecasters them- 
selves, were, of course, even further off. 

The forecasts of the 1940-1950 population change 
were all made prior to World War II, which had an 
enormous impact on social, demographic and economic 
phenomena. But even with the experience of the war 
and immediate postwar years behind them, demo- 
graphers were still missing widely as late as 1949 (see 
chart). It was only with the 1950 Bureau of the 
Census forecasts that the actual 1950-1954 population 
change fell between the medium and high projections.? 

Since population trends have been considered to 
move about as slow as a glacier, at least in the past, 


1(a) Raymond Pearl, Lowell J. Reed, and Joseph F. Kish, “The 
Logistic Curve and the Census Count of 1940,” Science, vol. 92 
(1940), pp. 486-488. 

b) P. K. Whelpton, “Population of the United States, 1925-1975,” 
The American Journal of Sociology, vol. 34 (1928), pp. 253-270. 

(c) P. K. Whelpton, “The Future Growth of the Population of 
the United States,” Problems of Population, edited by G. H. L. F. 
Pitt-Rivers (1932), pp. 77-86. 

(d) “Recent Social Trends in the United States,” Report of the 
President’s Committee on Social Trends, vol. I (1933), pp. 48-49. 

(e) P. K. Whelpton, “An Empirical Method of Calculating Future 
Population,” Journal of the American Statistical Association, vol. 31 
(1936), pp. 457-4783. 

(f) “The Problems of a Changing Population”, National Resources 
Committee (1938), pp. 457-473. 

For a further discussion and critical analysis by a demographer of 
these and other population forecasts, see Harold F. Zorn, “Pitfalls 
in Population Forecasts and Projections,” Journal of the American 
Statistical Association, September, 1950, pp. 311-834. 


* (g) Warren S. Thompson and P. K. Whelpton, “Estimates of 
Future Population of the United States, 1940-2000,” National 
Resources Planning Board, 1943, p. 29. 

(h) P. K. Whelpton, Hope T. Eldridge, and Jacob S. Siegel, 
“Forecasts of the Population of the United States, 1945-1975,” 
ares of the Se ae : 

i) Bureau of the Census, “Current Population ? 1 
a no. 18, February 14, 1949. . Eee ania 
ureau of the Census, “Current Population Reports,” 7 
P. 26, no. 48, August 10, 1950. 3 Porter, SAN 

For a critical analysis of population forecasting by a leading 
American economist, Joseph S. Davis, see his “The Population 
Upsurge in the United States,” War-Peace Pamphlets, no. 12, Food 
Research Institute, Stanford University, 1949; “Our Changed Popu- 
lation Outlook and Its Significance,” American Economic Resse 
June, 1952, pp. 304-325; “The Population Upsurge and the American 
Economy,” Journal of Political Economy, October, 1953, pp. 369-388. 
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it is important to understand why the art of popula- 
tion forecasting in the postwar years has turned out 
to be as difficult as the art of business forecasting. 

Population change is the resultant of changes in 
three basic variables: births, deaths, and net immi- 
gration or emigration (see chart). Death rates change 
relatively slowly, and exhibit almost no relation to 
business conditions. Migration into and out of the 
country is a relatively minor element in the total 
change and is in large part a function of legislation. 

Understanding the postwar population boom thus 
amounts to understanding why the number of births 
in the postwar period has far exceeded expectation. 
The actual number of births fell in the second half 
of the Twenties and dropped still further in the 
depths of the depression. It was only in 1941 that 
births exceeded the level of the late Twenties. The 
postwar years have, of course, witnessed a dramatic 
baby boom which produced almost 4 million births 
last year, almost 40% more than the annual aver- 
age of the Twenties and over 60% higher than the 
average in the Thirties. 

This fluctuating course of births over the past four 
decades is paralleled by fluctuations in the rate of 
population growth (see chart, page 357). Population 
increases in the Thirties dropped to an extremely 
low level. Since 1948, numbers added to the popula- 
tion have far exceeded any similar experience in this 
country, although the postwar percentage changes 

1It is noteworthy that, with the depression of the 1930’s, there 


was actually a net migration out of the country, indicating that this 
element is subject, in some degree, to business conditions. 
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are somewhat smaller than those occurring in the 
early part of this century, owing in part to the higher 
existing base and to a sharp decline in immigration. 

The question of whether the high rate of additions 
will continue is treated below in terms of the sensi- 
tivity of the key population variables—marriages, 
births and household formation—to changes in 
economic conditions. Needless to say, the omission 
of other factors—sociological, psychological, religious, 
etc.—should not be taken as a judgment that they 
are of no consequence. 


MARRIAGES AND BUSINESS 

In appraising population changes, a logical starting 
point is provided by the marriage rate (see chart 
on page 358). 

Last year, marriages numbered 1,533,000, the lowest 
peacetime total since 1939, down 8% from 1950, and 
almost one third below the all-time high of almost 
2.3 million in 1947. In 1953, the marriage rate per 
1,000 population was 9.7, the lowest rate of the past 
quarter of a century, excepting only the years 1930- 
1933. 

The impact of the business cycle is clearly mir- 
rored in the marriage statistics. In the depression of 
the Thirties the number of marriages declined more 
than 20% from 1929-1932. In the 1937-1938 reces- 
sion, the number fell by 8.3%. In the 1948-1949 re- 
cession, marriages fell by 12.8%, although this period 


1For a comprehensive analysis of some of the noneconomic factors 
not treated here, see the various studies comprising the Social and 
Psychological Factors Affecting Fertility, Milbank Memorial Fund, 
New York. 
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was complicated by other factors. In the 1953-1954 
recession, marriages for the first five months of 1954 
were 5% below the comparable period a year ago. 

The number of marriages in any given year can 
be expressed as (1) the number of females of mar- 
riageable age times (2) the percentage of those of mar- 
riageable age who actually marry. The first of these 
two factors is a function of birth rates in the past. 
The influence of current economic conditions on the 
number of marriages is thus expressed through 
changes in the second factor; that is, through changes 
in the proportion of eligibles marrying. 

On this basis, the deficit in the number of marriages 
rose year by year during the depression until a peak 
of almost 900,000 was reached in the years 1934-1935. 
Little progress was made in whittling this “back- 
log” down by the end of 1939, when it was still over 
800,000. However, by the end of 1942, with the rising 
economic tempo of first defense and then war, the 
backlog was replaced by a small surplus. These cal- 
culations indicate the parallelism of business cycle 
movements and marriage cycles.” 


THE MARITAL REVOLUTION 


To determine what would have happened to the 
number of marriages in the event of substantial 
changes in economic conditions first requires an ap- 
preciation of a significant change in the marriage sit- 
uation of the past decade—a change which might 
well be described as a marital revolution. 

To provide a basic measure of this change, the 
“deficit and surplus” calculations described above for 
the decade of the Thirties were carried forward to 
the present time by comparing the actual number 
of marriages in each year with those expected from 
the experience of the late Twenties. Between the 
end of 1942 and 1945, a wartime marriage surplus of 
almost one-half million was established. The year 
1946—the all-time peak in marriages—added 850,- 
000 to the cumulative surplus, and by the end of 
1953 the surplus was in excess of 2.75 million. It 
seems clear that the impact of war and postwar 


1To appraise the effect of the Great Depression on marriages, 
“normal” or expected marriages have been calculated for the Thirties 
using as a base the marriage rate per 1,000 females aged fifteen to 
forty-four in the years 1925-1929. Subtracting the actual number of 
marriages from the expected number yields the deficit or surplus in 
marriages for a given year, resulting from changes in the proportion 
of eligibles marrying. The cumulative deficit, or backlog, was then 
computed for each year until the deficit was wiped out. 

*For other calculations of the depression marriage deficit, see 
“Estimates of Future Population of the United States, 1940-2000,” 
op. cit., p. 19 and “The Wartime Marriage Surplus,” United States 
Bureau of the Census, Population Series PM-1, no. 3, November 18, 
1944, P. K. Whelpton also estimated that the depression may have 
caused 700,000 to 900,000 marriages to be postponed by 1984; see 
his “Cohort Fertility, Native White Women in the United States,” 
Princeton University Press, 1954, p. 125. 

_ *Whelpton estimated that 2.5 million couples, by 1951, were married 
in excess of those expected from prewar rates. P. K. Whelpton and 


: Grauman, “Population Prospects and Problems in 1960,” 
Dun’s Review, January, 1952, p. 60. j 


changes in business (as well as in social, psychologi- 
cal and related influences) have had an upward in- 
fluence on the number of marriages much greater 
than the downward influence of the depression. 

The postwar marriage boom has meant that the 
proportion of women ever married (currently mar- 
ried, widowed, or divorced) aged fourteen and over, 
rose from 72.4% in 1940 to 81.87% in 1953, or 9.4 per- 
centage points in only thirteen years. In the fifty 
years from 1890 to 1940, this proportion rose only 
6.6 percentage points. Considering only native white 
women (the birth analysis to follow will be largely 
in these terms), the gradual long-term uptrend in the 
proportion of women ever married has been sharply 
accelerated since 1940. 

The picture by age groups is even more striking 
(see chart, page 357). From 1940-1953, the most dra- 
matic change in the proportion of women ever married 
occurred in the group twenty to twenty-four years of 
age, in which the percentage jumped eighteen points, 
almost four times the gain of the previous half 
century. Similarly, the proportion of those twen- 
ty-five to twenty-nine years of age increased by 
twelve points, again almost four times as fast as in 
the previous five decades. Although the percentage 
of females between fifteen and nineteen ever married 
rose by only five points, the gain was still two and a 
half times as much as in the previous fifty years. 

The earlier age of marriage is also reflected in the 
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trend of age at first marriage. In the half century 
from 1890 to 1940, the median age at first marriage 
dropped a half year to 21.5; from 1940 to 1952, it 
declined another 1.75 years. 


DIM SHORT-RUN MARRIAGE OUTLOOK 

The rapid acceleration in the proportion of young- 
er women marrying has meant that the future trend 
of marriages will be all the more dependent upon 
the number of younger women coming of age. An 
examination of the numbers of females in the younger 
age groups indicates a principal reason for the cur- 
rent low rate of marriages, and in fact suggests rather 
dim prospects for improvement in the number of 
marriages in the next few years. In particular, the 
number of women attaining the ages twenty to 
twenty-four, which accounted for over 40% of mar- 
riages in 1952-1953, has been at its lowest point since 
1929, and is expected to fall further in 1955. Even by 
1960, the number will just exceed 1953 levels.? 

The second most important age group for first 
marriages is fifteen to nineteen, which accounted for 
over one third of such nuptials in 1952-1953. Here 
prospects are brighter, since the number reaching 
these ages has been rising since 1951. By 1955, the 


1Pata for 1953 are not strictly comparable to those given above, 
since the median age at first marriage was based upon the prior 
three and one-half years’ experience. On this basis apparently a 
reversal of the downtrend was indicated. See United States Bureau 
of the Census, “Current Population Reports,” Series P-20, No. 50, 
December 6, 1953. 

Data in this and the succeeding paragraph taken from United 
States Bureau of the Census, “Current Population Reports,” Series 
P-25, No. 78, August 21, 1953. 
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fifteen-to-nineteen group will still be less numerous 
than in 1947, but after 1955 their numbers will in- 
crease rapidly, with an addition of 1 million by 
1960 and almost 2 million by 1965. This uptrend 
reflects the rise in births during the war and postwar 
periods. The twenty-five to twenty-nine age group, 
which accounted for 12% of first marriages in 1952- 
1953, will decline steadily in numbers through 1960. 

Provided that the marriage propensity of females 
in the fifteen-to-nineteen year group does not increase 
(the chart on page 359 suggests that since 1949 the 
ratio of women ever married in this group has stabil- 
ized) then the downward trend of female eligibles in 
their twenties implies that the number of marriages 
will tend to fall in the near future, as it has in the 
recent past, apart from any changes in business con- 
ditions. 


DRAMATIC RISE IN BIRTHS 


And in the event of an economic downturn, mar- 
riages could be expected to fall sharply—that is, mar- 
riage postponement for economic reasons would be 
imposed upon a declining number of eligibles in the 
critical early age groups. How sharply the number 
of marriages could fall is, of course, a matter of 
speculation. What is important is that the marriage 
boom of the early postwar years reflected several non- 
economic factors which no longer exist, or are much 
diminished in intensity. 

1Dr. Paul H. Jacobson, of the Metropolitan Life Insurance Com- 


pany, is presently engaged in a major study which will furnisa much 
of the necessary data. 
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Over 35 million babies were born in the ten-year 
period ending last year. This remarkable total is 
almost 25% greater than during the Twenties, and 
over 46% higher than in the depressed Thirties. In 
particular, the 4-million births last year set a new 
all-time high for this country (see chart, page 356). 
In terms of births per 1,000 population, 1953 was 
5.6% below the postwar peak in 1947, but 29.4% 
above 1940 and 36.4% higher than the all-time low 
in 1933 and 1936. In terms of births per 1,000 females 
aged fifteen to forty-four, last year’s rate was higher 
than in any year since 1921, 44.2% above 1940, and 
51.6% higher than the low of 1936. 

American families have thus been producing chil- 
dren at rates which in previous years would have 
seemed fantastic. A continuance of these rates would 
have highly significant implications for general busi- 
ness. It is therefore of great interest to appraise the 
factors behind the baby boom, and to determine how 
much the continuance of the baby boom is itself 
dependent upon favorable business trends. 

A first step toward understanding the trend of 
postwar birth rates is to classify births by age of 
mother. Historical statistics for the past three decades 
(available only for births by native white females?) 
indicate that in 1948-1950, inclusive, the birth rates for 
women under thirty were higher than in any period 
since the First World War. For women between 
thirty and thirty-nine the 1948-1950 birth rates were 

1Since 1920, native white females have represented about 74% of 


all women and 84% of all white women. See P. K. Whelpton, “Future 
Fertility of American Women,” Eugenics Quarterly, March, 1954, p. 5. 


below those of the first half of the 1920’s, but above 
all subsequent prewar years, while for women in the 
forty to forty-four age group, the 1948-1950 fertility 
rates were at their lowest ebb since 1920. 

The relatively high fertility of the postwar years 
could be viewed as an extension of a general pattern 
—declining fertility in the Twenties and early Thir- 
ties, followed by recovery prior to World War II. But 
the data indicate that there has been a sharp break 
with previous experience in the post-World War 
II birth rates of women under thirty years of age. 
One important reason for this is the comparable 
upward shift in the number of women married in 
their earlier years. From 1930 to 1952, there was a 
56% increase in the ratio of children under five 
years of age to women aged fifteen to forty-four. Yet 
for the same period, there was only a 30% rise in 
the number of such children per woman among those 
fifteen to forty-four who were married and living with 
their husbands. 

Thus, just under half the increase in postwar 
fertility as compared to prewar is simply owing 
to the higher proportion of all women who 
were married. For the very young, fifteen to nine- 
teen, the increase in the number of married has ac- 
counted for almost two thirds of the higher postwar 
birth rates. This ratio declines to one third for the 
age group thirty-five to thirty-nine.t In general, about 
60% of the gain in births occurring in 1950, as com- 
pared with 1940, is attributable to the greater num- 
ber of married women.” 

A second aspect of the postwar rise in births is a 
dramatic divergence of trends by order of birth (see 
chart, page 360), which demographers are watching 
with great care. Almost two thirds of the spectacular 
rise in the birth rate from 1945 to 1947 was accounted 


1Bureau of the Census, “Current Population Reports,” Series P-20, 
No. 46, December 31, 1953. 

*Statistical Bulletin of the Metropolitan Life Insurance Company, 
March, 1954. 
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for by first-order births. Not only were marriages at 
an all-time peak in 1946, but there was evidently an 
unsatisfied demand for children as an aftermath of 
the war. In each of the years 1948-1950, first-order 
birth rates declined, paralleling the drop in marriage 
rates in 1947-1949. With the rise of the marriage rate 
in 1950 and 1951, first-order birth rates recovered some 
lost ground in 1951 and 1952.1 

Second- and third-order birth rates have pro- 
vided the sustaining element of strength. With but 
little interruption (the recession of 1948-1949 may 
have been responsible for the slight drop in second- 
order birth rates in 1949-1950), they have continued 
steadily upward since 1945, and are now far in excess 
of any experience since World War I. 


MARRIAGES AND FIRST-ORDER BIRTHS 


The most obvious way the business cycle affects 
births is through its impact on marriages, which tend 
to be postponed when business declines and unem- 
ployment rises. A decline in marriages could reason- 
ably be expected to result in a drop in first-order 
births, lagged one year. 

To test this hypothesis, first-order birth rates for 
females aged fifteen to forty-four were correlated, for 
the period 1920-1950, with the marriage rate for 
women aged fifteen to forty-four, lagged one year. 
The resulting coefficient of correlation is quite high 
(0.944); the relationship between birth rates and 
marriage rates, lagged one year, apparently explains 
about 90% of the variation in first-order birth rates. 

When it comes to higher-order birth rates, the fac- 
tors at work are not so clear cut.? Higher-order births 
seem to have been subject to special influences in the 
long-run downtrend of the general birth rate during 
the Twenties. (The drop in birth rates from 1924 to 
1930 actually exceeded the fall from 1930 to 1933, 
especially for third-order births.) And they seem 
to be more subject to postponement and advance with 
changes in business conditions. 

A recent monograph by one of America’s leading 
demographers, P. K. Whelpton, director of the Scripps 
Foundation for Research in Population Problems at 
Miami University,? bears directly on the question of 
postponement and advance of both first-order and 
higher-order births. Whelpton’s argument is that the 
economic conditions of the Thirties affected the timing 
of births. Removing the effect of the downward trend 
in fertility rates previously mentioned, and assum- 
ing that there has been no change in total fertility by 
the end of the childbearing period, he made annual 

1First-order birth rates for years after 1951 are not yet available 


from official sources. They have been estimated by use of an equation 
described below. 


3See V. L. Galbraith and D. S. Thomas, “Birth Rates and the 
Interwar Business Cycles,” Journal of the American Statistical Asso- 
ciation, December, 1941, pp. 465-476. 


3P. K. Whelpton, “Cohort Fertility,” op. cit. 
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estimates of an “expected” number of births, using 
the experience of the Twenties as a base (see table). 
Differences between expected and actual were then al- 
located to four categories, namely, those births which 
(1) had occurred earlier (i.e., had been advanced 
from the current period to an earlier period) ; (2) were 
postponed (from the current period to a later period) ; 
(3) were made up (postponed from an earlier period 
to the current period); and (4) were advanced (from 
a later period into the current period). 


POSTPONING AND ADVANCING BIRTHS 


From Whelpton’s figures, it appears that over 2 
million births were postponed in the period 1929 to 
1939, owing primarily to the Great Depression. Of 
this, almost 800,000 first-order births were associated 
with the postponement of marriage previously dis- 
cussed. Over another million were postponed in the 
five-year period 1939-1943, owing in large part to the 
wartime separation of husbands from wives, and other 
conditions arising from World War II. The 265,000 
births made up in this period are attributable wholly 
to first-order births associated with the making up 
in late prewar years of marriages delayed from earlier 
years of the depression. Whelpton concludes from 
the above data that “the shifting of births from one 
period to another was responsible for an important 
part of the fluctuation in the number of births during 
the Thirties and Forties.” 

With regard to the experience of the past ten years, 
the table indicates that the years 1944-1948 witnessed 
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almost 1 million births made up from years in which 
they had been previously postponed. In 1949-1953, 
an additional 1.5 million births were also made up, 
leaving a backlog of only 1 million births still to be 
made up from earlier years. At the same time, in the 
years 1949-1953, over 1.1 million births were advanced 
—750,000 in first-order births, the remainder in sec- 
ond order—primarily owing to the earlier age of 
marriage. 


Even without any significant change in economic 
conditions, the prospective change in the number of 
births is thus likely to be downward rather than up- 
ward for two main reasons. 

First, a decline in marriages is expected owing to 
the current coming of age of the fewer depression 
babies. Second, there is a decline in the number of 
native white women aged twenty to thirty-four, when 
most births occur.! It is not surprising, therefore, that 
Whelpton has estimated an 8% decline in the number 
of births from 1949-1953 to 1954-1958, assuming con- 
tinuing prosperity and continuance of the trend toward 
earlier marrying. 

The figures also strongly suggest that with most 
of the postponed births now made up and with a 
substantial number advanced from future years, the 
current birth rate is again relatively sensitive to 
changes in business conditions—much more sensitive 
than it was in, say, 1947: 


“Even with a much less severe depression than that 
of the 1930’s, there would be reasons for expecting larger 
reductions in annual fertility from 1950-1954 to 1955- 
1959 than those which took place from 1925-1929 to 
1930-1934. The most important reason is that the tend- 
ency to marry and start families younger has been sev- 
eral times greater the last ten years than during the 
1920’s; hence, there has been a correspondingly greater 
advancement of births from 1954 or later to 1953 or 
earlier than there was from the 1930’s to the 1920’s.”2 


Moreover, demographers seem generally agreed that 
family planning is more widespread now than a gen- 
eration ago. Under these circumstances, it is quite 
possible that downward changes in business conditions 
would have a relatively greater effect on the num- 
ber of births than in previous depressions. Added to 
this is the judgment of three leading Federal Govern- 
ment demographers that “it seems very likely that, 
other things being equal, the birth rate has a strong 
positive correlation with the business cycle.? Favor- 
able current population trends could well be dampened 
by a substantial change in the level of employment, 

1United States Bureau of the Census, “Current Population Re- 


ports,” Series P-25, No. 78. 
*P. K. Whelpton, “Future Fertility of American Women,” op. cit., 


p. 13. 

*Henry S. Shryock, Jr., Jacob S. Siegel, and Calvin L. Beale, 
“Future Trends of Fertility in the United States,” a paper prepared 
for presentation to the World Population Conference held under the 
ie of the United Nations, Rome, August 31 to September 10, 
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particularly since, under now widespread seniority 
practices, younger workers feel most keenly the early 
impact of an economic downturn. 


HOUSEHOLD FORMATION 


While population has spurted spectacularly in the 
postwar period, the number of households has in- 
creased even faster, and the average size of house- 
hold has thus continued its historic downtrend. Up 
to 1933, the usual explanation of this downtrend was 
in terms of the declining birth rate. With the more 
recent revival in fertility, other causes have been 
deemed responsible. With increasing longevity, par- 
ents are surviving longer after their children leave 
home, thus increasing the proportion of households 
with one or two older persons. Also, the postwar boom 
in marriages has resulted in a large number of new, 
but small, households. A third factor has been the 
continued maintenance of separate households by 
older persons in a period of high economic activity. 
Still another factor is the absolute and relative decline 
in the number of farm households, which are of a 
large average size. 

In addition to these general factors making for con- 
tinued decline in the average size of households, there 
have been certain special circumstances applying in 
the postwar period. The average increase in the num- 

1From 1950-1952, the number of farm households (old definition) 


declined from 6.6 to 6.1 million. The current average size of farm 
household is 3.95 compared to $3.23 for nonfarm. 
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ber of households in 1950-1953 has been almost 1 
million per year, while from 1947 to 1950 it was almost 
1.5 million. This contrasts sharply with the average 
increase of almost 600,000 per year from 1940 to 1947 
and only 500,000 per year in the Thirties! (see chart, 
adjoining column). 

The source of these dramatic changes in house- 
hold formation lies principally in the increase in the 
number of married-couple households in 1947-1950, 
which was record breaking, and, apparently, a one- 
time affair. It was produced by the immediate post- 
war rise in the number of marriages, and the postwar 
“undoubling” with previously married couples. Start- 
ing with 1940, when many married couples were still 
sharing living quarters under pressure of economic 
circumstances, the number of families “doubled-up” 
rose by an average of 131,000 units in each of the next 
seven years. In 1947-1950, undoubling took place at 
an annual average of almost 300,000 per year, and 
accounted for one quarter of the total increase in the 
number of households. From 1950 to 1953, the aver- 
age rate of undoubling fell by 150,000. In 1952-1953, 
the undoubling process stopped entirely. 

In 1958, after thirteen years of doubling and un- 
doubling produced consecutively by war and pros- 
perity, the number of married couples not maintaining 
their own household was back at the same absolute 
level as in 1930, and 20% below that of 1940. With a 
return to something like a normal proportion of 
doubled-up units, undoubling could, of course, turn 
negative—that is, doubling could begin again if 
economic conditions were to worsen considerably. 

Since the prospective trend of marriages will be 
downward in any event, owing to fewer eligibles, it 
thus seems entirely possible that, in the event of an 
economic recession of some magnitude, married couple 
households would increase at a rate substantially 
less than is suggested by current experience. 


NONFAMILY HOUSEHOLDS AS SOURCE 


A second major source of household formation is 
provided by nonfamily units, such as single individ- 
uals living alone, or with persons not related to them. 
Almost 43% of the increase in households in the years 
1950-1953 came from this source (see chart). This 
is far in excess of earlier periods, and almost four 
times the average increase of the Thirties. Non- 
family units over the past quarter of a century have 
increased three times as fast as all households. This 
reflects a long-term increase in the relative number of 
older persons, as well as the number maintaining their 
own households. Even during the Thirties, nonfamily 
households increased at a rate three times as fast as 
for all households. 

To what extent such household formation is sensi- 


1United States Bureau of the Census, “Current Population Re- 
ports,” Series P-20, No. 58, April 11, 1954. 
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tive to changing economic conditions is not clear from 
available information. In view of the fact that cur- 
rently 61% of such household heads are fifty-five years 
or older, social security and private pension plans 
might work toward the maintenance of these house- 
holds. Still it would appear possible that with a con- 
siderable business downturn many of the older inde- 
pendent household heads might return to live with 
their children, or, perhaps, more realistically, the 
rate of formation of such independent households 
might be curtailed to well below the levels of boom 
times. 

The third source of household formation is pro- 
vided by families other than those headed by a mar- 
ried couple, such as a parent-child group. These have 
not contributed as much to household formation in 
recent years as in the Thirties. From 1940 to 1950, 
their contribution was actually negative (see chart). 
Perhaps one explanation lies in the favorable en- 
vironment for remarriage in prosperous times. This 
suggests that in a depressed period, the gross contribu- 
tion to household formation in the form of families 
other than those headed by married couples, might 
rise compared with the recent past, but certainly not 
enough to offset the potential declines in the other two 
more important sources of household formation. 


Morris CoHEeN 
Division of Business Economics 
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from their early 1953 heights, corporate divi- 
dend payments show no tendency to behave 
in a like manner. In the first quarter of 1954, after- 
tax profits (seasonally adjusted) were more than 
10% lower than their level in early 1953. But net 
dividend payments of United States corporations 
reached a seasonally adjusted annual rate of $9.6 
billion in the first three months of this year, a level 
unsurpassed in any quarter of 1953. Unadjusted 
dollar dividends for January through March were 
almost 14% higher than in the same quarter of last 
year. On an income basis, stockholders appear to be 
faring better in 1954 than the enterprises they own. 
This divergence in the income experience of share- 
holder and corporation has been more or less char- 
acteristic of the entire postwar period. While aggre- 
gate dividend payments have mounted in years when 
profits rose, their annual advances have been smaller, 
relatively, than the advance of profits. Conversely, 
profit contractions have been accompanied by a less 
than proportional paring of dividends, and occasion- 
ally by outright dividend increases. 

These dissimilarities beween dividend and _ profit 
movements reflect, of course, variations in the propor- 
tion of net earnings distributed by corporate busi- 
ness. In terms of direction of change, annual earnings 
levels and the proportion of earnings disbursed as 


VN ane corporate earnings have receded far 


DIVIDEND 
RATES 
STAY UP 


dividends have shown an almost consistently in- 
verse relationship since 1946. 

Between 1946 and 1948, corporate profits after taxes 
increased by close to $7 billion, while the proportion 
of earnings distributed to stockholders declined from 
43% to 36%. In 1949, annual corporate earnings 
shrank by more than $4 billion: dividend distribution 
rose to 47% of earnings. With the onset of the 
Korean war in 1950, profits expanded to a postwar 
high of $22 billion: dividend disbursements were re- 
duced to 42% of earnings. Conversely, profit de- 
clines in 1951 and 1952 were accompanied by more 
generous proportionate profit distributions. And by 
1952, the stockholders’ share of corporate earnings 
reached 53% of the net after-tax total, the largest 
proportion of the postwar years. 

Because of this inverse relationship between profits 
and the proportion of profits paid as dividends, ag- 
gregate dollar dividend payments have been relatively 
unaffected by the mid-1953 downturn. After adjust- 
ment for seasonal factors, dividends reached a peak 
in last year’s fourth quarter, when corporate earnings 
had already suffered the effects of declining business 
activity. In the first and second quarters of 1954, 
when profits had fallen markedly, dividend payments 
remained at superboom levels. Stockholders’ receipts 
(seasonally adjusted) matched the highest dollar pay- 
ments of the postwar years. 


NO IMMEDIATE ADJUSTMENT 


Part of the explanation of this characteristic resist- 
ance of dividends in the face of a short-term decline 
in profits is found in the mechanics of business opera- 
tion. Dividend payments are frequently announced 
prior to final compilation of quarterly earnings data. 
The business firm thus has little opportunity to make 
an immediate adjustment to interquarter profit de- 
clines. 

More important, perhaps, is the fact that, for 
many firms, dividend payments have assumed a 
quasi-contractual status, making for continuity in 
payment and stability of rate. A recent Conference 
Board survey of 163 manufacturing companies dis- 
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closed that continuity and stability were prevailing 
corporate dividend aims.!1 To achieve these aims, 
many firms feel that annual profits distributions must 
make allowances for expected fluctuations in cor- 
porate earnings. More earnings are thus retained 
in fat years, so that dividend payments can remain 
stable in leaner years. And the stockholders’ relative 
share of annual profits therefore tends to move against 
the earnings tide. 

The pressures of changing cash needs have been 
reinforcing the stated dividend aims of business 
enterprise. Profits retention in postwar years has been 
notably higher than in previous years, not only in 
dollars but as a percentage of earnings. The Depart- 
ment of Commerce estimates that disbursements? 
to stockholders since 1945 have varied between 36% 
and 53% of total after-tax earnings, as compared with 
76% in 1939. The explanations offered for postwar 
retention levels may be summarized as follows. 


1. Overstatement of “real” profits owing to in- 
adequate depreciation allowances. Depreciation pro- 
visions, which are based on cost rather than current 
market value, have been too small to take care of 
mounting replacement expenses in a period of rising 
prices. An increasing flow of funds must be diverted 
to maintain intact a given level of productive capacity. 


2. Need of funds to finance plant and equipment 
expansions. For all corporations except banks and 
insurance companies, net new securities issues ac- 
counted for only 6% of capital outlays in 1946-1953. 
Retained earnings have been used to fill the gap be- 
tween investment outlays and outside financing, and 
have accounted for 33% of new corporate funds in the 
postwar years.’ 


3. Higher working capital requirements to keep 
pace with higher prices and expanded levels of busi- 
ness activity. At the close of 1939, net working capital 
of United States corporations (except banks and 
insurance companies) was less than $25 billion, only 
19% of net worth. In the postwar period, net working 
capital has grown steadily, from $56 billion in 1946 
to $93 billion in the first quarter of this year, and 
its relative importance in net worth has doubled. 


Enlarged postwar demands for cash on the part of 
corporate enterprise have thus promoted a high level 
of profits retention. But while corporate requirements 
for funds have risen especially rapidly in good profit 
years, they have eased in postwar contractions. This 
rise and fall in the demand for funds has parelleled 
the rise and fall in after-tax earnings, and left a 


1See “Dividend Targets: Continuity and Stable Rate,” The 
Business Record, February, 1954, pp. 85-88. 


*Net of intercorporate dividends. 


sAnnually, the percentages have ranged from 25% to 51%. See 
chart feature, The Business Record, June, 1954, p. 236. 
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relatively stable amount for dividend distributions. 
In the current period, for example, lesser cash needs 
of corporations have assured the stockholder of con- 
tinuity of return, in spite of earnings shrinkage. 

As of the close of 1953, corporate holdings of cash 
and United States Government securities were at an 
all-time high. In the first three months of 1954, 
however, they moved downward, in part owing to 
cash dividend disbursements. The ratio of corporate 
liquid holdings to current liabilities has also dipped 
somewhat since the close of 1953, but it is still above 
last year’s first-quarter levels. 

However, current liquidity ratios are significantly 
below pre-Korea levels. In March, 1954, corporate 
holdings of cash and United States securities amount- 
ed to 52% of current liabilities. At the close of 1949, 
corporate liquid holdings were 71% of current liabil- 
ities; in December of 1948 the corresponding figure 
was 62%. Because of the pressures of current liabili- 
ties, corporate profits distribution policies in coming 
quarters are likely to continue relatively conserva- 
tive, though perhaps more liberal than in early 1953. 

The link between dividend payments and earnings 
levels will become more remote with the legalization of 
various depreciation alternatives in the currently pend- 
ing tax bill. Varying rates of amortization during the 
life of an asset can produce a varying profits picture 
over the years, even if cash intake and level of oper- 
ations remain stable. Under these circumstances, 
dividend disbursements are likely to become still 
more closely related to corporate cash position and 
cash demands, and less closely to after-tax earnings. 


EARNINGS ARE POOR GUIDE 


Because of the tenuous nature of the profits-divi- 
dend link, corporate earnings levels provide an inaccu- 
rate gauge of the return to the shareholder owners 
of corporate enterprises. While postwar profits (after 
taxes) have varied between 7% and 10% of corporate 
net worth, stockholders’ returns have ranged from 
3.5% to 4%.1 Further, over the past fifteen years, 
the return on stockholders’ equity has been far more 
stable for shareholders than corporate profit levels 
would indicate. Since 1939, the range of the divi- 
dend return on net worth for all United States cor- 
porations combined has varied from a low of some- 
what less than 3% (in 1939) to a high of just over 
4% (in 1950); the profits return on net worth, how- 
ever, has ranged from less than 4% (in 1939) to over 
10% (in 1947-1948). 

In terms of dividends, the earnings experience of 
stockholders has differed with the size of firm and 
type of industry, and shareholders of larger enter- 
prises have fared better than owners of smaller firms. 
The financial reports for manufacturing industries 


1Data cover all corporations, including banks and insurance com- 
panies. 
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of the Securities and Exchange and Federal Trade 
Commissions indicate that the dividend return on 
stockholders’ equity increases with the asset size of 
firm. In 1953, for example, the ratio of cash divi- 
dends to stockholders’ equity increased from 1.2% 
for firms with assets under $250,000 to 6.6% for firms 
in the $100-million-and-over group (see chart). The 
same pattern has existed since 1947, the earliest 
year for which the SEC-FTC reports are available. 

The good fortune of stockholders of bigger busi- 
nesses is a result of a combination of factors. Large- 
size firms not only do somewhat better than others 
profit-wise;? they also distribute a greater percentage 
of earnings to shareholders. Thus in 1953, manufac- 
turing companies with assets of $100 million and over 
disbursed 54% of their after-tax earnings in dividend 
payments; those with assets of $5 million to $200 
million, 47%. Proportionate dividend distributions 
of smaller corporations tapered downward—to 18% 
for firms with assets of less than $250,000, the small- 
est-size group in the SEC-FTC reports (see chart). 

Part of the reason for the more liberal dividend dis- 
tribution policies of large enterprises may be their 
stronger cash position. For manufacturing firms in 
high asset-owning groups, ratios of cash and United 
States Government securities to current liabilities 
are significantly larger than for smaller firms. At the 

1Cash dividends charged to surplus” as shown in the SEC-FTC 
income statements do not net out intercorporate dividends. They 
thus differ from Commerce Department dividend data which are 
net of such payments. 


*See “The Profits Picture,” The Business Record, June, 1954, 
pp. 238-241. 
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close of 1953, such ratios moved steadily upward 
with asset size, from .44 for the smallest asset holders 
(under $250,000) to .71 for the largest ($100 million 
and over). 

Stockholders’ returns have shown interesting dif- 
ferences among industry groups, as well as among 
asset-size groups. In the manufacturing sector, hold- 
ers of issues of durables industries have fared some- 
what better, in relation to net worth, than share- 
owners of nondurables firms. In 1953, cash dividend 
payments of durables manufacturing firms amounted 
to 5.4% of stockholders’ average equity; nondurables 
dividends comprised 5.1% of stockholders’ equity. 
Durables industries, considered as a whole, retained 
a small positive margin over nondurables throughout 
the postwar period. 


SOME WIDE DEVIATIONS 


However, major industries within these broad cate- 
gories have deviated markedly from the experience 
of the group as a whole. In the durables group, for 
example, the 1953 dividend return on stockholders’ 
equity varied from 2.7% for furniture and fixtures to 
8.0% for motor vehicles and parts. For primary 
nonferrous metal industries and electrical machinery 
manufacturers, the return ran somewhat under 7%. 
For transportation equipment (other than motor 
vehicles and parts), instrument manufacturers, and 
stone, clay and glass fabricators, the dividend return 
on net worth ran between 5% and 6%. Other durables 
industries, except makers of furniture and fixtures, 
returned between 3% and 4%. 
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In nondurables manufacturing, the range of in- 
dustry variation has been even wider. In 1953, divi- 
dend return on average equity for nondurables stock- 
holders varied between 1.7% for shareholders in ap- 
parel and finished textile companies to 6.8% for 
those in chemical and allied products firms. Tobacco 
industries returned 6.5% of net worth to stockholders; 
petroleum refining, 5.9%. Food processors, paper and 
allied products manufacturers, rubber industries, coal 
and petroleum products (except refining), printing 
and publishing (except newspapers), and leather and 
products corporations paid dividends amounting to 
3% to 5% of stockholders’ equity. Textile mill stock- 
holders received a 2.9% return on equity. 

Industries which have shown the highest dividend 
return on net worth have not necessarily held the 
same positions in terms of profits (see chart). In 
1953, for example, chemical and allied products in- 
dustries ranked first among nondurables in terms of 
the dividend return on stockholders’ equity; however, 
in terms of earnings (after taxes) they were third. 
Petroleum refining industries, on the other hand, 
showed the highest earnings return on net worth in 
the nondurables group; in dividend payments they 
were third. 

In the durables group, deviations in rank between 
return to the corporation and return to the stock- 
holders have been apparent also, although motor ve- 
hicle and parts manufacturing, the highest dividend- 
paying industry, was also first in profits in 1953. The 
profits return on transportation equipment (other than 
motor vehicles) was second highest in the durables 
group; the dividend return, fourth highest. Primary 
nonferrous metal industries ranked sixth in profits, 
but second in terms of stockholders’ return on cor- 
porate net worth. 


DIFFERENCES IN PRACTICE 


These differences in ranking by dividend return and 
earnings return are, of course, the result of industry 
variations in profits distribution practices. Industry 
groups which rank higher in dividend return than in 
profit return have pursued relatively liberal disburse- 
ment policies. Thus, in 1953, manufacturers in pri- 
mary nonferrous metals, and in chemical and allied 

products distributed more than three fifths of net 
after-tax profits in dividends; tobacco stockholders 
received close to 70% of net after-tax profits; textile 
mill shareowners, over 63%. But shareholders in the 
petroleum refining and transportation equipment (ex- 
cept motor vehicles and parts) industries received, 
on average, only about 43% of after-tax profits. 

Since 1949, the profits distribution policies of dur- 
ables manufacturing industries, considered as a whole, 
have tended to be somewhat more restrictive than 
those of nondurables. For both groups, however, 
profits distribution in recent years has generally been 
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more liberal than in the earlier postwar period. This 
increased pay-out has been accompanied by a slow- 
down in growth of net worth. In the three years be- 
tween the close of 1947 and the close of 1950, stock- 
holders’ equity in manufacturing industries increased 
at an average annual rate of about 9%. In the three 
following years, the annual increase averaged under 
6%. 

Marcia Frevp 

Brita SHAPIRO 

Division of Business Economics 
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are anticipating a major upturn in the economy during the 
last half of the current year; also, few foresee a further re- 
treat of substantial proportions from current levels. 

“The major factors supporting the position of a business 
upturn are the trend toward higher levels of consumer 
spending, prospects for increases in production in certain 
lines, continued high levels of construction, the anticipated 
renewal of buying for inventory replacements, and the ex- 
pected increase in defense expenditures. 

“The prospect of another downturn in business could 
be based upon the continued need for inventory liquidating 
in some lines; the declining trend in expenditures for plant 
and equipment; and the uncertainties regarding future pro- 
duction of durable goods, notably automobiles and steel. 

“In view of the limited possibilities in the areas which 
are expected to exert the strongest influence on movements 
over the next several months, it would appear that the 
trend of economic activity is more likely to remain gener- 
ally stable or to increase slightly than to show a sharp 
upward or downward movement.” 

U.S. News & World Report (August 20) —“United States 
business after a year’s recession, is hearty and looking for 
better and better times. . . . Confidence in recovery is 
widespread; it seems to be growing on a pretty solid basis. 
Perhaps the most important source is a negative factor— 
what hasn’t happened. 

“Weaknesses in autos, appliances, other industries haven’t 
touched off a bad reaction, causing the downturn to feed on 
itself. They have been taken in stride. 

“Consumers have gone on buying almost as much in the 
stores as they did during the general rush for merchandise 
at the height of the boom. Where they have been holding 
back in their spending is chiefly in the purchase of new au- 
tomobiles, some types of electrical goods and furniture. 

“On the other hand, people are buying more groceries. 
In recent weeks, they have been running up bigger bills 
at department stores. Sales of general merchandise have 
been showing promise. 

“Tf that trend continues, the Christmas trade this year 
will be the best ever.” 

W. I. Myers, dean of the Agricultural College, Cornell 
University (in an address before the American Institute of 
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Changes in 1954 affect almost every facet of the federal 
tax structure. One way or another, the taxes of nearly 78 
million individuals and 425,000 corporations are involved. 
Close on the heels of earlier across-the-board cuts in indi- 
vidual rates, expiration of excess-profits taxes, and selective 
excise reductions, the Internal Revenue Code of 1954, signed 
into law last month, marks the first complete reform since 
1876. 

Months will have to pass before either its full details 
or significance can be spelled out in Treasury regulations, 
administrative rulings, court decisions, and in the experi- 
ence of millions of taxpayers. The changes are so pervasive 
that concrete estimates of savings or numbers of persons 
affected (such as the official ones of this page) depend 
upon many assumptions. Some savings are ‘permanent,’ 
though their incentive effects for growth and greater taxable 
income in the future may bring offsetting new revenues to 
the Treasury (no such offsets, however, are taken into ac- 
count here), Other savings are ‘temporary,’ resulting now 
from shifts in deductions or income between taxable years. 

Tax savings in fiscal 1955 are summarized in the lower 
left corner of this page. The $1.4-billion reduction in the 
new code is combined with the $3-billion cut for individ- 
uals and that of $2 billion for corporations from earlier tax 
expirations. No allowance is made for two extensions of 
existing taxes nor are higher social security taxes effective 
last January | offset against cuts elsewhere. 


Individuals benefiting from changes 
in the new code include: 
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THE STORY OF FEDERAL TAXES IN ’'54 


Depreciation allowances (and tax deductions) can now be changed to: 


CUMULATIVE ALLOWANCES ON 
$100,000, 20-YEAR ASSET 


DOUBLE DECLINING 
BALANCE METHOD 


STRAIGHT - LINE 
METHOD 
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Stimulus to economic growth is the objective of two of 
the revision act’s keystone provisions—its revised treat- 
ment of depreciation and its reduced tax liability on divi- 
dends. By removing restrictions on more rapid write-offs of 
asset values, the act facilitates tax deductions more close- 
ly in accord with loss in normal economic usefulness. The 


New treatment of corporate dividends will mean: 
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Measured by relative cut in taxes, the new combined divi- 
dend exclusion and credit has its greatest impact in the 
lower-income brackets, declining as income rises. Since the 
new treatment is imposed upon a progressive rate structure, 
the percentages of savings rise, however, with income when 
impact is measured by change in after-tax income. 
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ANNUAL ALLOWANCES ON 
$100,000, 20-YEAR ASSET 
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DOUBLE, DECLINING 
BALANCE METHOD 
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liberalized declining-balance method, as shown above, permits 
as much as double the rate of write-off allowed under 
straight-line depreciation. Applied uniformly each year 
to the unrecovered balance, the double rate will deduct 
40% of the cost in the first quarter of useful life, 
66% in the first half. 


The new Internal Revenue Code also: 


® Extends the date for filing individual returns one addi- 
tional month; @.9., for taxpayers filing for a calendar year, 
from March 15 to April 15. 

® Accelerates tax payments for corporations with liability 
in excess of $100,000, beginning next year. Such firms, 
if they file on a calendar-year basis, will pay 5% of 
estimated current-year liability in excess of $100,000 on 
September 15 and on December 15, 1955, with pay- 
ments gradually rising to 25% due on each date in 1959. 
® Raises limit on charitable contributions for individuals 
from 20% to 30%, provided additional contributions 
are made to specified types of organizations. 

® Establishes comprehensive new tax laws affecting 
partners and partnerships. 

© Shifts burden of proof to the government in cases of 
‘unreasonable’ accumulated surpluses and makes other 
changes in the taxation of such surpluses. 

© Places taxation of annuity payments upon a new basis. 
© Allows taxpayers the option of either capitalizing or 
writing off research and experimental expenditures cur- 
rently. 

® Liberalizes earnings test for dependents, broadens defi- 
nition of dependents for tax purposes. 

® Makes numerous changes in taxation of gifts, estates, 
trusts, and their beneficiaries. 

® Permits expenses for repair and selling of a residence 
to be taken into account in taxation of any gain from 
the sale. 

@ Amends laws applicable to ‘collapsible’ corporations 
and to the acquisition of ‘loss’ corporations. 

@ Adapts tax accounting requirements to accord more 
closely with business accounting principles and pro- 
cedures. 

© Revises laws regulating procedure and administration 
of the Internal Revenue Code. 

® Makes an estimated 3,000 other changes in the tax 
laws. 


Note: Data for the twin charts in adjoining column are for married 
couple with two children and assume one spouse has all dividend 
income. Average deductions and dividends are as reported in 1951; 
average dividends are those on returns reporting dividend income. 


153 Executives Concur: 


“BUSINESS IS GETTING BETTER™ 


to the 153 manufacturing companies participat- 

ing in this month’s survey of business opinion, 
but it won’t come in a rush and it won’t do much for 
1954 profit levels. 


THE WORST IS OVER 


Most reporting companies expect some pickup in 
business activity by September or October, while one 
in six has already experienced some revival from the 
recent business decline. Another one in six compan- 
ies is optimistic for the long pull, but expects recovery 
in its own business to be delayed until early 1955 or 
even later. The remaining companies, notably numer- 
ous in the food, building materials and supplies, pa- 
per, and office equipment industries, have been rela- 
tively unaffected by the general economic recession, 
and look forward to continued good business. 

Cooperators agree that the business decline has 
probably hit bottom, and that the trend from now on 
will be either a leveling off or a gradual climb up- 
wards. But no boom and no early return to the 
record profit levels of past years are expected. As 
one machinery company puts it: 


B ‘wite BUSINESS is on the way, according 


“We believe we are moving sideways rather than back- 
ward, and therefore do not expect the level to drop any 
lower than it is. Accordingly, we look for a modest increase 
in 1955, perhaps at the same gradual rate at which we 
slid backward to the present level.” 


Other companies report the same pattern of recov- 
ery but with a different time schedule. The low point 
for one chemical company was reached last Decem- 
ber, for example, and there has already been a mod- 
erate recovery—which is expected to continue “after 
a short period of seasonal dullness this summer.” 
Other respondents find themselves still on a “plateau,” 
or looking for a moderate upturn in business in the 
fall which “will restore some ground that has been 
lost during the spring of this year.” 

Most uncertain about their expected recovery dates 
are those companies that have relied heavily on de- 
fense orders in recent years, and those that must wait 
for recovery in other industries to spark the pickup 
in their own new orders. Among these are the ma- 
chine-tool and other heavy equipment producers, who 
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are conspicuously less cheerful over the short-run out- 

look than companies from other industry groups. 

They are basically confident, however, that the read- 

justment is about over and better times are ahead. 
One such company writes as follows: 


“It is our belief that the capital goods industries have 
not been specifically affected by the current business de- 
cline but are experiencing a gradual tapering off due to 
reduced government buying and partial market satura- 
tion.” 


Attributing the slowdown in his own business to the 
uncertain outlook of his customers, another machine- 
tool manufacturer says that “it won’t get much better 
until the user can see ahead far enough to plan his 
production.” 


SUMMARY FINDINGS 


Composite opinions of the 153 cooperating compan- 
ies on other phases of the outlook for the second 
half of 1954 follow: 


e New orders are expected to come in faster than 
in the first six months of 1954 for almost half the com- 
panies reporting, and slower for more than a fourth. 
Only one company in three expects its new orders to 
top those in the last half of 1953, while one in two 
expects them to be substantially lower. 


@The outlook for dollar billings is somewhat less 
favorable, with two out of five companies expecting 
an increase over the first half and the same number 
expecting a decrease. Fully half of the companies 
expect the six-month billings to fall well below those 
of the same period last year. 


e Production forecasts diverge in the same way as 
billings, with as many companies foreseeing a drop in 
output as look for improvement over the first six months 
of 1954. One in four expects to keep the same level 
of production throughout 1954. 


¢ Some further sag in employment is indicated. While 
a majority of the companies (53%) expect little change 
from their level of employment of the first half of the 
year, 30% expect a decrease in the number of em- 
ployees and only 17% expect an increase. 


@ Elimination of overtime, vacation shutdowns, and 
some less-than-normal work schedules will all contribute 
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to a minor drop in the average workweek for the last 
half of 1954. A fourth of the companies expect a 
shorter workweek than in the first half of the year— 
more than twice as many as expect a longer one. 


@ Relatively few companies find their present inven- 
tories out of line with sales. Since January, more than 
half the reporting companies have cut dollar inventories, 
and another fifth have held them stable. Of the remain- 
ing companies, many report normal seasonal increases, 
or a conscious easing of inventory control in response to 
improved sales, or a better sales outlook. Some further 
cut is contemplated by 43% of the companies reporting. 


¢ Profits before taxes will be down—levels for the 
last half of 1954 are expected to be below first-half 
1954 levels for approximately half the companies re- 
porting. Two thirds of them feel the full year will be 
below last year's levels. A third of the companies expect 
to better their first-half record, and one in five has 
hopes that the before-tax profits of 1954 will top those 
for the previous year. 


BETTER BUT NOT GOOD 


For some cooperators, a better business outlook for 
the last half of 1954 means only that losses will be less 
than in the first half, or that a small profit will be 
realized instead of a loss. As one company says: 


“Our profits before taxes are going to be larger in the 
second half than in the first half of 1954, but the first 
half of 1954 is probably going to show little or no profit. 
In spite of the estimated upward trend, the 1954 profits 
will fall far short of those of the last several years.” 


In general, the magnitude of reported downward 
changes in profit levels is much greater than the 
expected increases reported. 

A significant number of companies expect substan- 
tial decreases in gross profits—of 25%, 30% and up to 
90%—whereas most companies forecasting increases 
expect only “slight improvement” over last year’s 
figures. 

The absence of an excess-profits tax will, as several 
companies point out, compensate in some cases for 
the drop in profits before taxes, but by no means all 
of the companies have such a cushion to fall back on. 

All in all, it is a conservative optimism expressed 
by most of the responding companies, based more on 
anticipated gains than on actual progress to date. 
This is apparent from company estimates of the per- 
centage change in new-order volume that will take 
place during the last half of this year. 

Of the sixty-five companies that report expected 
gains in new orders during the last half of 1954, only 
four specify more than a 10% increase over the first 
half year. Of the thirty-nine expecting new orders to 
decline, twelve expect drop-offs of more than 10%. The 
contrast is even greater when the comparison is 
with the last half of 1953. Companies expecting in- 
creases report that new orders will be “slightly up,” 
“up 3% to 5%,” or “somewhat higher.” For those 
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expecting decreases from 1953 levels, the typical re- 
sponse is “considerably down,” “50% less,” “off 
25%,” or “at least 15% below last year’s level.” 


NARROWING PROFIT MARGINS 


For many reporting companies, the upward trend 
in new orders and dollar billings does not mean a 
comparable rise in profits. Soft prices, resulting from 
low demand and sharper competition, have narrowed 
profit margins in several industries. A manufacturer 
of metal products writes as follows: 


“Volume began to pick up in June, and it is expected 
that it will continue to pick up for the rest of the year. 
However, it is not expected that the profits before taxes for 
the entire year of 1954 will be materially better than the 
1953 profits. At the present time, 1954 profits are running 
behind 1953 figures and it is rather doubtful if the over-all 
profits for 1954 will be as great as in 1953, even though 
1953 was not a good year. While volume has picked up, 
profits have not—basically because of higher costs and 
lower prices.” 


Even companies that have had no recession slump 
in volume feel the competitive pressure on prices. A 
paper company, for example, says: 


“In only two of our eight divisions do we detect that 
volume has been affected by the general decline in busi- 
ness. But the decline has weakened prices somewhat, and 
this, of course, affects us generally, and has narrowed an 
already thin profit margin.” 


MORE THAN PASSIVE OPTIMISM 


Many cooperating companies are optimistic about 
the future because they are beginning to see results 
from more aggressive sales: promotion, new-product 
development, cost cutting, and other self-help meas- 
ures adopted to counter the effects of the general 
business decline. Thus an office equipment manufac- 
turer, who is not discouraged despite a disappearing 
backlog of defense orders, says: 


“We are quite optimistic about the last quarter of 1954 
from the point of view of sales and profits. This is due to 
the addition of new commercial products and to gearing 
ourselves to very aggressive selling methods as a result of 
keen competition in our line of business.” 


Other companies are cheered by the conviction 
that the market for their product is an expanding one, 
and that the long-term prospect is bright for those 
companies that can stand up to competition. A chem- 
ical company sees the current business outlook as a 
challenge: 


“We cannot say that our business has been adversely 
affected by the business decline—unless we mean that we 
were unable to continue the rate of increase which has 
characterized our sales for the last two or three years. Our 
sales continue to be somewhat higher than the previous 
year, but the rate of increase has certainly dropped. We 
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expect sales to continue to increase, but it will be under 
highly competitive conditions calling for a great deal of 
effort and of expenditures.” 


FACTORS DELAYING RECOVERY 


Low farm incomes, uncertainty about supports, and 
the CIO steel settlement are the factors most often 
mentioned by respondents as delaying business recov- 
ery in their industries. One company reports: 


“We would not say that our business is importantly 
affected by the over-all decline in business throughout the 
country during the last half of 1953 and the early part of 
1954. We are inclined to attribute such changes as have 
occurred to other conditions, such as shift of population, 
drought conditions, doubt of legislation affecting farm 
prices, and a summer whose average temperatures prior 
to July 1 were somewhat below normal.” 


The new CIO steel contract, boosting labor costs 
for steel producers and hence raw material costs for 
steel consumers, contributes to the squeeze on profit 
margins, according to several cooperating companies. 
One company executive, who sees little promise of 


Industry-by-Industry: 


any early pickup in his business, comments as follows: 


“Profit margins for the second half of 1954 should be 
lower than the first half—first, because of a widespread de- 
mand for lower prices; second, because of no appreciable 
change in volume; and, third, because of the reflection on 
our business of the recent settlement of the United Steel- 
workers for a wage and fringe benefit increase with the 
steel companies. . . . Since the Steelworkers’ union repre- 
sents the employees in plants producing somewhere be- 
tween 90% and 93% of the steel produced in this country, 
there can be no serious opposition to any selling price 
increase which that industry chooses to impose. 

“Hundreds of the companies, however, that are not 
in the steel industry but that have contracts with the 
United Steelworkers—the so-called ‘fabricators’—by prece- 
dent now have to face a demand for the steel settlement 
increase. Unfortunately, these companies are far from 
being dominant in their industries, so they will be quite 
unable to increase their selling prices to offset the labor 
increase they will be forced into granting. . . . If you listen 
to the professional seers and watch the stock market, you 
might think a pickup in business cannot be long delayed. 
We wonder.” 


A CLOSER LOOK AT BUSINESS EXPECTATIONS 


METAL INDUSTRIES 
Automobiles and Equipment 


The seasonal change-over in automobile models 
dims the business outlook for most of the eight 
cooperating companies in the automotive and equip- 
ment industry. Only one of the eight expects new 
orders and billings in the second half of 1954 to exceed 
those of the first half, while four companies expect 
new orders to be down, and five expect a drop in 
dollar billings. Three companies believe that new 
orders and billings in the second half of 1954 will top 
those of the last half of 1953, but five think they 
will fall considerably short. 

One company describes the situation as follows: 


“Adverse effects of the business decline have been 
compounded with the return of the seasonal pattern to 
the automobile business. It is anticipated that the his- 
torical pattern of approximately 55% of annual sales in 
the first half of the year, and 45% of the annual sales in 
the second half, will prevail throughout the foreseeable 
future. We expect that there will be a seasonal upturn 


in the fourth quarter of 1954, followed by general improve- 
ment in the business situation.” 


Another feels that “introduction of new models 
in the automobile industry will result in a more normal 
alignment of sales between producers,” and will be a 
favorable factor for a pickup in business. 

Production, employment, and average hours per 
week will fall below first-half levels in most cases. Two 
companies expect to increase production slightly— 
one because finished goods inventories were sharply 
reduced in the first half and no further reduction is 
desired. But for another company the projected 
production rate is 30% below the first-half output, 
and four others also expect to produce at a lower 
rate. 

Employment is expected to rise slightly in two com- 
panies, to remain constant in two others, and to de- 
crease in four. Some reduction in the average work- 
week is expected by three reporting companies, with 
no change contemplated by the four other companies 
reporting on this point. 

Inventories are down from January 1 levels in 
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every instance, and will decline further or remain 
about the same in seven of the eight companies. In- 
ventory cuts have been substantial in some cases, 
both in dollar terms and as a per cent of sales: 


“Our inventory in dollars is 35% less as of June 30 
than it was on January 1, 1954. Inventory as of December 
31, 1958, represented 346% of December, 1953, sales. 
Inventory as of June 30 represented 200% of June, 1954, 
sales. We expect our dollar inventories to remain the 
same for the balance of the year.” 


Another company reports dollar inventories 25% 
below the first of the year, but “slightly higher in re- 
lation to sales.” A decrease of 10% is planned for the 
second half of 1954. Still another has reduced the year- 
end inventory by 12%, and contemplates a further cut 

of 8% during the second half of 1954. 

’ Three out of six companies offering opinions on 
prospective second-half profits expect them to be less 
than in the first half of the year, and four out of five 
expect profits before taxes for the year 1954 to be less 
than in 1953. 

One manufacturer attributes an expected decline 
principally to “costs and production losses associated 
with model change-overs.” So far, he explains, “our 
business has not been adversely affected by the 
‘business decline.’ ” 

One equipment manufacturer supplying both auto- 
motive and other industries feels that “because auto- 
mobile sales are now at high levels we must look 
primarily to nonautomotive areas and to the intro- 
duction of new products for long-range growth.” An- 
other is counting on “a fuller realization of past work 
on air conditioning, both automotive and window,” 
and on general recovery in the automotive, refrigera- 
tor and air-conditioning businesses to provide new 
business and added customers in the latter part of the 
current calendar year. 


Electric Apparatus and Supplies 


Three of the four companies manufacturing electri- 
cal appliances and supplies look for increased sales 
during the last six months of 1954. None of these 
expects dollar billings to equal those of the last half 
of 1953, but two anticipate that new orders will be up 
in comparison with the same period last year. 

One company reports the first six months of 1954 as 
“the worst we have ever experienced,” and expects 
the second six months to be substantially better. “We 
expect two months of the second half to be low and 
then our business to pick up when car companies start 
producing their new models.” 

Another expects new orders and billings to be up 
about 5% over the first six months, and new orders 
to be 10% to 15% higher than in the last six months 
of 1953. But billings, in comparison with the same 
period of 1953, will be “off about 10% owing to reduc- 
tion in military schedules, and price reductions.” 
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Production is expected to decrease by 14% in one 
company, but the other three anticipate increases of 
approximately 5% above first-half levels. Little, if 
any, change will occur in the average workweek, but 
employment will be down about 10% in one company 
“owing to completion of certain military items,” and 
will be about 5% lower in another company. 

All four manufacturers have cut dollar inventories 
since January 1, and two of them expect further re- 
ductions during the balance of the year. 

One company writes as follows: 


“We started reducing our inventories in June of 1953. 
We have reduced them almost each month since. The 
performance as a percentage compared to sales is not very 
good. If our dollar volume goes up our inventories will 
undoubtedly increase.” 


Although three out of four companies expect profits 
to be better during the second than the first half of 
1954, they all agree that 1954 profits before taxes 
will be down from 1953 levels—“slightly” in one case, 
but by about 45%, and 50%, in two others. 

Below-cost prices and reductions in military pro- 
curement are blamed by one company for the drop 
in profits: 


“We expect that 1954 orders for our industry will 
compare reasonably well with 1953 orders. However, 
production was helped in 1953 by a large backlog from 
the controlled materials period, plus the restoration of 
inventories to normal proportions. Operations in 1954, 
on the other hand, have been largely on a direct-order 
basis. Sizable reductions in military procurement have 
affected orders, shipments and production. The more 
sizable percentage of profit reduction compared with 
volume has been caused by prices of many items running 
below cost.” 


Electrical Machinery 


Two of four electrical machinery producers think 
that new orders and billings will drop off 5% or so 
from first-half levels, and another expects little change. 
The fourth company expects new orders in the last 
half of 1954 to show an increase of approximately 
30% over those of the first six months, and an increase 
of 35% to 36% over the second half of 1953. 

The latter explains as follows: 


“The recession in our business started in mid-1952, and 
our new orders slid rapidly to a very low point in the 
first quarter of 1958. Our product is one on which we make 
quick deliveries upon receipt of orders. Our new orders 
therefore responded quickly to the defense cutback. Be- 
cause of the large backlog of orders, dollar billings did 
not drop as rapidly, the result being a rather satisfactory 
year. We are now down to a point where our backlog is 
comparatively small, and therefore our billings reflect 
approximately the new orders.” 


Reduced activity in another company is attributed 
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to “completion of defense work, which has gone from 
40% of our production to 10%.” 

Another company is “optimistic for the long pull,” 
but “has many unabsorbed expenses such as the last 
labor increase, certain material increases such as 
steel, and also a higher development expense owing 
to changes in models by competitors.” 

The production rate will be going up slightly in 
one company, down 10% in two, and holding steady in 
the fourth. Employment levels and the average work- 
week are expected to adjust to these changes. Dollar 
inventories in three companies are down 22%, 20%, 
and 10%, respectively, since the beginning of the 
year, and in the fourth company are “being allowed 
to run a little high to take care of increased business 
expected toward the end of the year.” 

Another company reports that its “ratio of inven- 
tory at cost to sales in the first quarter was 1.5, and 
for the second quarter 1.3.” 

The outlook for profits varies among the reporting 
companies. One anticipates little change from the 
first half of 1954, and thinks that profits before taxes 
for the entire year will slightly exceed those for 
1953. 

Another company expects profits to be larger in 
the second than in the first half of 1954, but notes 
that “the first half of 1954 is probably going to show 
little or no profit. Despite the estimated upward 
trend, 1954 profits will fall far short of the last several 
years.” 


Foundries 


With one exception, the four foundries cooperating 
in the survey are rather skeptical of any early pickup 
in business. Backlogs are down, “lower, in fact, than 
at any time since 1949,” according to one company, 
and both new orders and billings are running below 
the levels of the last half of 1953 for all four com- 
panies reporting. 

“So far this year, our volume has been down 
257% to 30% below the corresponding period in 1953,” 
says one foundry. “Our current backlog is exceedingly 
low, and until that has increased substantially and 
thereby guaranteed some measure of future produc- 
tion, we cannot feel very optimistic about the imme- 
diate months to come.” 

Another reports a step-by-step decline in its ship- 
ments below the 1951 six-month base period that is 
recognized in the gray iron foundry industry as “max- 
imum commercial demand,” or 100%: 


“The second six months of 1951 dropped to 96%. The 
first six months of 1952 dropped further to 80%, with 
the second six months being 79% of the average of the 
first six months’ shipments for 1951. In the first six months 
of 1953 they were 83%, in the second six months 67.2%. 
Shipments in the first six months of 1954 are down to 
60.4%. . . . We anticipate that the second six months of 
1954 will be 15% less than the first six months of 1954, 


and doubt whether it will much exceed 50% of the first 
six months of 1951.” 


One producer expects new orders and billings to in- 
crease 20% and 18%, respectively, over those of the 
first half, but still show decreases of 10% and 13%, 
respectively, from the corresponding period of last 
year. Another foresees new orders in the second half 
falling 5% to 10% below the first half, and 20% 
below the same period last year. Dollar billings are 
not likely to suffer to the same extent “because we 
have been substantially drawing upon our backlog.” 

Production rates during the last half of 1954 will 
trend downward in one company, remain stable in two, 
and increase an estimated 18% in a fourth. Employ- 
ment will go up also in the last-named company, but 
will be down approximately 10% in the first, where 
“the average workweek will probably be thirty-two 
instead of a normal forty hours.” 

Dollar inventories are down in two companies, 
about the same in the other two. As a per cent of 
sales, however, they have gone up 50% in one com- 
pany and to a lesser extent in another. One company 
that has attempted “to retrench” on inventories ex- 
pects its rate of turnover to improve during the latter 
part of the year “from a present level of around two 
or two and one-half to approximately three times 
per annum.” 

Three companies anticipate that profits before taxes 
will drop below the levels of both the first half of 
1954 and the last half of 1953. The fourth company 
counts on a 10% increase over the record of the first 
half of 1954, but points out that some such improve- 
ment is to be expected since the company showed no 
profit for the 1953-1954 fiscal year. In one company, 
profits before taxes will probably decline 25% below 
the first half, and total profits for the year 1954 will 
probably be 30% below those of 1953. The general 
gloomy attitude of one respondent is summed up in 
the following comment: 


“We are unable to project when there will be a pickup 
in business, but we question whether the first half of 1955 
will be any better than the first half of 1954. We feel 
there will be a further decline between now and the end 
of the year owing to vacation-period shutdowns of many 
of our customers, and the reduced workweek and take- 
home pay of many people. These will have a detrimental 
effect on new purchases, and in many instances require 
refinancing on old ones. We feel there will be a further 
decline in automotive production, and that there must be 
adjustments in the production of air conditioners, refrig- 
erators, stoves, and other important household appliances. 
We feel that the settlement made by the steel companies 
with the CIO is another inflationary step that will have a 
retarding effect on general business.” 


Hardware 
Two of the four hardware companies included in 
the survey feel sure that business will be up in the 
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second half, and expect new orders and billings not 
only to exceed those of the first half of 1954 but 
to match or exceed those of the last half of 1953 as 
well. 

A third company anticipates a pickup before early 
fall, but has no real hope of new orders or billings 
exceeding those of the first six months of this year 
or equaling those of the last half of 1953. The fourth 
company knows its total business will be down, be- 
cause of the cancellation of defense business, but ex- 
pects to hold or better its position on its regular 
business. 

Production and employment will rise in one com- 
pany, which has “tooled for a special contract of some 
size,” but will remain about the same in the others. 

Two companies have cut inventories slightly on a 
dollar basis, and have avoided any increase in rela- 
tion to sales since the first of the year. In the re- 
maining companies, dollar inventories are “up about 
25% to 30%” and 25%. Some shrinkage in inventories 
is considered desirable by three of the four companies. 

Decreased profits before taxes are in prospect for 
the current half year, according to one manufactur- 
ing company; one expects a 12% rise. Profits for 
the year 1954 will be “approximately the same as for 
1953” for one company, but probably less for the 
other two reporting on this point. 


Heating and Plumbing 


The business outlook is generally good for the three 
heating and plumbing companies participating in the 
survey. Only one feels that its business was adversely 
affected by the general decline, and already finds it 
beginning to revive. All three companies agree that 
new orders in the second six months of 1954 will top 
those of the first half, and also those of the last six 
months of 1953. The story is the same for dollar bill- 
ings in the case of two companies; the third expects 
second-half billings to be below those of both earlier 
periods. 

Production (dollar value) will run about the same 
in the second half as in the first for two companies, 
somewhat higher for the third. Employment trends 
will conform, with the average workweek unaffected. 

‘Dollar inventories are “10% higher,” “down ap- 
proximately 15%,” and “seasonally higher” than at 
the beginning of the year. As a per cent of sales 
they are “about the same” in all three concerns. Two 
companies plan decreases during the second half 
of 1954, and one expects no material change. 

One producer feels that profits will be about the 
same as in the first half, “owing to increased compe- 
tition and some reduction in prices”; another expects 
them to be less; and the third says they are likely to 
be higher. Comparisons of expected 1954 profits with 
1953 diverge in the same way—“about the same,” 
“less,” and “a little more.” 
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Industrial Machinery—General 


Manufacturers of general industrial machinery are 
not expecting any real improvement in their business 
during the balance of 1954. One of the four com- 
panies reporting looks for “a modest increase in 1955,” 
another for “some increase by fall, and further in- 
crease within a year,” while a third “can see no general 
pickup in the near future.” The fourth company 
makes no prediction about an upturn in business ac- 
tivity. 

New orders will be off 5% to 10% for two of the 
four companies, and “about the same” as in the first 
half of 1954 for two others. Compared with the last 
half of 1953 they will be “25% under,” “up to 10% 
less,” “decreased 5%,” and “about 6% higher.” Dollar 
billings for the same companies will be “30% off from 
the first half of 1954 and 20% off from the last half 
of 1953,” “decreased 25% and 20%,” “lower by about 
10%,” and “from 5% to 10% less” than in the other 
two periods. 

Production will go down in three companies—“in 
accordance with billings,” “25%,” and “not more than 
5%”—and will “hold about even” in one company. 
Only one cooperator indicates a significant change in 
employment: a drop of 25% in number of workers, 
and a 2% decrease in the length of the average work- 
week. 

Inventory changes since January 1 have been gen- 
erally downward—30%; “25%, with no change in the 
ratio to sales”; “down 8%, which brings them slightly 
lower as a per cent of sales”; and 5%. Further small 
decreases of from 5% to 8% are predicted by three 
companies. 

All of the four cooperating manufacturers expect 
profits before taxes to fall short of first-half levels— 
“slightly” in one case, “15%” and “15% to 20%” in 
two others, and “off 50%” in the fourth. 

Comparison of 1954 profits with those of 1953 are 
likewise unfavorable for the three companies sup- 
plying estimates. A “slight” decrease is indicated by 
one cooperator, “about 20%” and “approximately 
20% to 25%” by the other two. 


Industrial Machinery—Special 


Manufacturers of specialized industrial machinery 
express general satisfaction with the business outlook, 
and several of the twelve cooperating companies are 
operating at capacity levels. One company, for ex- 
ample, says: 


“Production has so far this year failed to meet our 
billing requirements schedule, and our backlog of unfilled 
orders is too high—equal to a normal year’s dollar value. 
We have not met the challenge sales put up to us.” 


Another, making up for a three-week strike in the 
first half of 1954, reports “plant capacity on a two- 
shift basis and sold out for fifteen months.” 
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A third company, experiencing an upward trend in 
new orders, suggests that this is probably contrary to 
the general business trend “because we are develop- 
ing and putting on the market new products.” The 
same company reports that billings will also far ex- 
ceed those for the first half of the year: 


“This is owing entirely to our government business, 
which was lagging during the first six months because of 
weather and other causes, but which will be running at a 
high rate of production during the last half of the year. 
Our commercial billings will be about on a par with the 
first half of the year.” 


The majority of the companies foresee only minor 
ups and downs from first-half business activity, with 
orders “up possibly 5% to 7%,” “slightly up,” “about 
equal,” “about 4% below” or “down possibly 10%.” 
Billings during the second half are expected to show 
a similar pattern, with five of ten companies expecting 
to exceed first-half levels, four to fall short, and one 
to keep the same volume. 

Seven companies say second-half billings will com- 
pare favorably with the last half of 1953, four say 
they will be somewhat lower. Indicated percentage 
changes are relatively small. 

Production forecasts for the second half vary above 
and below first-half levels, with no significant changes 
in view. Employment and the average workweek ap- 
pear fairly stabilized. One company plans a 5% to 
10% increase in employment to match a similar rise 
in its rate of production, and another reports that 
“employment will be about the same, but the aver- 
age workweek in the next six months will be less in 
number of hours than in the first half of 1954.” 

Both upward and downward inventory changes 
have occurred, and in about equal number, since the 
first of the year. On balance, the trend is for further 
reductions in inventory during the rest of 1954. 
Dollar inventories have declined by 18% in one 
company, but will be restored during the second half 
“for the next spring selling season.” 

One company has let raw material inventories de- 
cline by 10% “because of greater ease of procure- 
ment.” Another, whose inventories have “increased 
radically by any comparison you wish to make,” an- 
ticipates higher billings that will draw them down 
during the rest of this year, but not to the full extent 
of the previous build-up: “in other words, we expect 
a larger inventory at the end of 1954 than we had at 
the beginning of 1954.” 

Profit expectations are mixed. Of the ten companies 
offering comparisons with first-half profits, five expect 
decreases. One company sees a 20% drop, resulting 
primarily from the operation of one division of the 
company; the others expect only minor decreases in 
their earnings before taxes. 

Second-half profits will “far exceed first-half levels” 


for one company, decrease slightly for another, and 
show no significant change in the case of three others. 

Comparisons between estimated 1954 and 1953 
profit levels show a similar divergence, with four com- 
panies out of nine expecting lower profits, three ex- 
pecting higher, and two expecting them to be about 
the same as last year. The prevailing optimism of the 
industry is expressed by several companies as follows: 


“We are comfortably busy and anticipate continuing 
so for the rest of 1954.” 


* * * 


“The business decline has not materially affected the 
business since . . . equipment is becoming more in demand 
every year. East Texas and the South do not seem to 
have felt the business decline as much as other industrial 
areas. The thinking through this area is that business 
will continue to increase on into the middle of 1955.” 


* * * 


“It seems to us that our business has quite definitely 
overcome the slump, and we are very hopeful that the 
short-term trend from here in will be upward. The long- 
term trend we feel confident will be upward.” 


Instruments and Controls 


Seasonal factors and “the slowdown and stretch- 
out” in government defense orders add up to some- 
what less activity for the instrument and control in- 
dustry during the second half of 1954, but do not 
seriously cloud the business outlook for most of the 
seven companies participating in the survey. 

New orders will be up in the second half for two 
companies, with dollar billings in the same companies 
up 6% and 30% from first-half levels. Five companies 
expect orders to be off during the second half-year, 
as much as 25% in one case, not more than 5% to 
7% in others. Dollar billings will be off in four of 
the companies, with 16% the maximum estimated 
drop-off. As to the last six months of 1953, one manu- 
facturer expects billings to be 6% more, and three 
expect them to be 2%, 5%, and 22% less. 

Production will be down in five of the seven com- 
panies reporting. There will be a 10% reduction in one 
company “to liquidate finished goods inventory pro- 
duced for the rush season.” Vacations and holidays, 
plus a slight decline in the workweek, will contribute 
to a 10% decline in output in another company. A 
backlog of unfilled orders will enable two companies 
to keep production at existing levels. 

Employment and the average workweek will prob- 
ably shrink slightly during the second half-year, since 
no companies report significant increases and three 
anticipate declines from previous levels. According 
to one cooperator: 


“Our total employment has declined somewhat and we 
think that, on the average, employment during the next 
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six months will be off about 4% or 5%. We began the 
year working substantially on a 45-hour week. I think 
our present week would not average much over forty-one 
hours, and would expect it to decline to a flat forty hours 
for the next six months.” 


Since January 1, dollar values of inventories have 
declined or “remained the same” for six of the seven 
companies. Five companies plan to decrease them 
further before the end of 1954. In general, this com- 
ment applies to all reporting companies: 


“Inventories at the midyear showed a moderate decline 
as compared with the start of the year. . . . A moderate 
further decline in the dollar value of inventories is expect- 
ed during the second half of 1954, although the relation- 
ship to a declining sales volume will not be as favorable.” 


Moderate declines from first-half profit levels are 
in store for five of the seven companies. One expects 
them to be a “great deal larger” owing to seasonal 
factors, and another expects them to be “higher dur- 
ing the second half of the year but substantially 
lower for the entire year” than for 1953. Only two 
companies expect to top their 1953 profits before taxes, 
as compared with four that see lower gross profits, and 
one that hopes to match its previous year’s record. 

Volume changes due to seasonal or defense fac- 
tors account for the lower profits in most instances. 
Wage and salary changes “not offset in pricing” may 
contribute to a slight drop-off in last-half profits for 
one company, but 1954 profits before taxes “will be 
higher than they were in 1953, both because of slightly 
more volume as well as better cost control than oc- 
curred in 1953.” 

An executive of another company explains how a 
backlog of orders has distorted the normal seasonal 
pattern of shipments and profits: 


“As a general observation it might be said that in the 
early part of 1953 our production department experienced 
difficulty in catching up with an unexpected rapid rise in 
new orders, which tended to minimize the effect of a 
normal seasonal downward tendency in the second half 
of the year. In 1954, by way of contrast, our production 
department started the year prepared to meet a high 
volume of business and, in consequence, produced and 
shipped more than in the first half of 1953, but leaving 
less of a backlog carry-over to bolster business against 
seasonal declining tendencies in the second half of 1954. 
For the year as a whole, comparisons will be favorable, 
but for the second half of 1954 not so favorable.” 


Machine Tools 


_ Mild gloom over the immediate situation, tempered 
by hope of better business this fall or early 1955, is 
the prevailing mood of machine-tool manufacturers 
participating in the survey. 

Most of the cooperating companies appear recon- 
ciled to a lower level of activity and profits than those 
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attained during the period of the Korean war, and 
look forward to a gradual buildup of their normal 
commercial business, rather than a resumption of 
defense buying. 

Two producers comment as follows: 


“Our incoming business leveled off about fifteen months 
ago to a volume which was roughly 25% above pre-Korea. 
Since that time, we have been able to liquidate a great part 
of our excess inventories and to prepare for the normal 
business, which was anticipated quite some time ago.” 

* * * 

“For the past several years, we have been engaged in 
an all-out effort to meet the demands of the defense 
program. Our backlog of unfilled orders has been declining 
steadily since it reached a peak in December of 1951, and 


is now approaching a figure which we would consider a 
fair normal.” 


A somewhat less optimistic view of the situation is 
expressed by a third company: 


“We are in the standard machine-tool business, which 
is one of great variation, and usually suffers first and 
longest in a period of less than normal business. . 
While general business seems to be improving, the writer 
can see no reason for our particular type of business to 
increase within any foreseeable time, as recoveries do not 
move very rapidly in our line.” 


The over-all trend is definitely up, however, with 
five of the ten cooperating companies expecting new 
business to exceed first-half levels, and four expecting 
to maintain present levels. One producer, on the other 
hand, sees a prospective decline of 30%. As compared 
with the same period last year, new orders will be 
down for all but one company. Drop-offs of 10%, 
25% and 45% are anticipated by three of the pro- 
ducing companies. 

The upturn in new orders will not be matched by 
an upturn in billings, which will be substantially 
down from first-half levels for seven out of nine 
companies. All nine companies expect, during the 
current half-year, to fall short of the dollar billings of 
the last six months of 1953. Declines will be sizable 
in some cases—“down about 40% from the first half 
of 1954 and 45% from the last half of 1953,” “second- 
half billings equal to 75% of billings for the first half 
of 1954, and 70% of those for the last six months of 
1953,” “down approximately 60% from the first half 
of 1954 and the second half of 1953,” and “down about 
35% as compared with the first half, and 20% as com- 
pared with the last six months of 1953.” 

Significant decreases in production and employ- 
ment are also expected by a majority of the machine- 
tool companies replying to the survey. One company 
thinks production will be up somewhat, but seven 
companies expect it to be down to some extent; eight 
expect employment to decline; and four expect some 
shortening of the average workweek. 
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The following comments are indicative of the 
changes contemplated in these areas: 


“The rate of production for the second half of this year 
will average about 55% of that for the first half. This 
figure is not adjusted for the vacation shut-down of two 
weeks in July. By year end, the rate of production will 
be at about 50% of the average for the first six months. 
The average workweek, which was forty-eight hours in 
the first half, will be down to forty hours by year end.” 

* * * 

“Total employment is currently down 13% from the 
first of the year, with work schedules shortened to forty 
hours per week. If the contemplated volume of new 
business can be realized . . . we perhaps will be able to 
hold present levels of operations; if not, we will have to 


trim down.” 
* * * 


“Total employment may be reduced by 80%, and 
average workweek by 25% compared with first half of 
1954.” 


Some curtailment of dollar inventories has been 
achieved by almost every company reporting. Re- 
ductions of 10%, 11%, 23%, 30%, and 33-1/3% 
from January levels are reported by individual pro- 
ducers. Not all of the companies have succeeded in 
keeping inventories in line with decreasing sales, how- 
ever, and continued reductions are planned by eight 
companies. None proposes a voluntary increase from 
present levels. The experience of one cooperator is 
fairly typical: 


“We have been reducing our inventory practically all 
of this year, but it has gone down slowly on account of 
the lack of orders and, consequently, of shipments. We 
will continue, however, to reduce inventory for some time.” 


The cooperating companies are unanimous in ex- 
pecting 1954 profits before taxes to be below those of 
1953, and a majority (seven) think their profits for 
the second half of 1954 will drop below those of the 
first half as well. Two expect to keep the same level 
of earnings and one hopes to do better than in the 
first half. 

One producer expects profits for the entire year 
1954 to be 45% of the profits for 1953, and those 
for the second half of 1954 to be 30% of those for the 
first half of 1954. Another says that “profits before 
taxes for the second half of 1954 will be about one 
half those for the first six months of the year. This 
drop will bring the total for 1954 down about 25% 
from the 1953 figure.” A third predicts a 50% drop 
between the first and second halves of 1954, and a 
60% drop from 1953 to 1954. 


Nonferrous Metals 


Although the nonferrous producers participating in 
the survey expect to make less profits this year than 
last, they share a generally favorable view of the busi- 


ness outlook. The consensus is that a pickup will oc- 
cur in September, or soon thereafter. Of the five re- 
porting companies, two expect new orders to increase 
in the second half of the year over the level of the 
first six months, while three expect no change. The 
expectations on billings are slightly less favorable, 
with one 5% decrease balanced against one 107% in- 
crease, and no material change in level expected by 
the other companies. 

The last half of 1954 will show some gains over the 
corresponding period of 1953, with more new orders 
entered by two companies, while only one expects to 
book a lesser dollar volume. On billings, prospective 
gains and losses from the 1953 period are more evenly 
divided—with two increases, one of 16%; two de- 
creases, of 10% and 18%; and one “no change.” 

Three companies will boost production “some,” “by 
3%” and “by 7%.” One expects a 5% decline. Em- 
ployment levels will rise “slightly” in one company, 
fall 3% in one. The workweek may be “slightly 
shorter” for one company, but another expects to 
lengthen its previous 35-hour workweek in order to 
accomplish an increase in production without hiring 
additional employees. 

There have been downward adjustments in dollar 
inventories in three companies, with reductions in the 
ratio of inventory to sales effected in two instances. 
In the third company a further 7% cut in inventory is 
expected before the end of 1954. One manufacturer 
looks for some inventory build-up during this period. 

The profit outlook is favorable in comparison with 
the first half of 1954, unfavorable when the full year 
is compared with 1953. Two of the five companies 
see second-half profits before taxes exceeding those 
of the first six months; one expects little change; and 
one feels that profits will be “about 10% lower.” 

Four manufacturers declare that 1954 profits will 
not be so high as those of 1953. One believes that 
“due to reduced volume,” they may be decreased by 
as much as 47%. Another estimates a decline of 10% 
below 1953. 

One company offers no opinion on profit compari- 
sons but “intends to produce at maximum capacity,” 
and does not believe that its volume has been ad- 
versely affected by the general business decline. 


Office Equipment 


“We anticipate a good second half and a full year 
considerably better than 1953.” This cheerful state- 
ment is echoed by a majority of the six office-equip- 
ment manufacturers contributing to the survey. 

Lower production of defense items for the Federal 
Government causes some unfavorable statistical com- 
parisons on new orders and billings, but nondefense 
business is holding up well, and most companies as- 
sume that it will gradually improve. 

As one company puts it: 
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“When we compare anticipated billings for the last 
half of 1954 with the second half of 1953, our anticipated 
reduction is 20.2%, largely due to lower defense billing. 
When comparisons are made for similar periods of time 
for our commercial products only, the expected sales 
volume will show little or no reduction. . . . Despite a 
sizable anticipated reduction in billings . . . we do not 
expect that profits will be adversely affected to that 
extent. The percentage of profit is considerably more 
on our commercial business, and with expense savings 
anticipated, we believe our profits before taxes for the 
last half of this year will be about 2% less than they were 
in the first six months of 1954.” 


Another manufacturer expects second-half sales to 
top those of the same period in 1953 “despite the fact 
that we have now completed all our defense work... . 
This is because we are a growing company,” he ex- 
plains, “and because we anticipate business condi- 
tions will be considerably better in the last half than 
they were in the last half of last year.” 

Of the six companies reporting on new orders, one 
says they will be about the same in the second as in 
the first half of 1954, three say they will be higher, 
and two lower. Four think dollar billings will be 
higher, and two expect them to be lower. When com- 
paring the last half of 1954 with the corresponding 
period of 1953, the companies divide evenly—three 
expect to surpass last year’s record for both new or- 
ders and dollar billings, and three anticipate a less 
satisfactory showing this year. 

Some step-up in production is scheduled to occur 
in four of the six companies in the last six months of 
this year, with employment rising in two reporting 
concerns. Two companies state that reductions in 
number of employees or average hours were effected 
during the first half of 1954, but only one contem- 
plates any significant reduction during the balance of 
the year. Completion of defense orders creates the 
necessity for further cutbacks by this cooperator: 


“During the first quarter of 1954, the manufacturing 
operations were on a 48-hour per week basis; thereafter 
they were on a forty-hour basis. It is anticipated that 
for the balance of the year 1954 they will be on a 
forty-hour basis. Because of the lower volume of busi- 
ness anticipated in the last half of 1954, there will be ap- 
proximately a 10% reduction in the number of employees.” 


Inventories have climbed since January, 1954, due 
in part to the seasonal sales pattern of some of the 
companies. Dollarwise, inventories are up in four 
cases, down in two. As a percentage of sales they are 
up in three companies, down in one. The expected 
trend during the balance of 1954 is downward for three 
companies, up for one; two companies expect to keep 
inventories at present levels. 

One executive explains that his company produces 
on an annual basis, without regard to the seasonal 
fluctuations in sales, allowing inventories to rise or fall 
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rather than vary the labor force or hours of work. 
Since total production for 1954 will probably exceed 
sales somewhat, year-end inventories may be some- 
what greater than they were a year ago, but below 
those at the end of June, 1954. 

Four of the six companies expect their second-half 
profit statements to be more favorable than those for 
the first six months of 1954. The same number— 
but not all the same companies—expect 1954 profits 
before taxes to exceed those of 1953. Only one manu- 
facturer expects both comparisons to be unfavorable, 
with a decrease of approximately 12% from the first 
to the second half of 1954, and a 6% decrease from 
1953 to 1954. 


Railroad Equipment 


Most railroad equipment manufacturers are looking 
forward to a “reversal in the present trend” and im- 
proved business in the early part of 1955. But one 
producer says bluntly: 


“We have only one statistic that may be better—the 
orders booked during the second half of 1954 may be 
better than the first half. Otherwise, we expect the last 
half to show lower sales, lower inventories, much lower 
profits, lower production, etc. In other words, we do not 
see the big economic upturn helping us the rest of this 
year.” 


This opinion is borne out by the replies of the four 
other producers participating in the survey. In fact, 
only one respondent feels sure that his new orders 
will be above first-half levels, and no company ex- 
pects to exceed new orders booked during the last 
half of 1953. 

The companies commenting on dollar billings are 
unanimous in predicting that they will fall short of 
the billings levels of both of the previous six-month 
periods. One producer estimates they will be off about 
20% as compared with the first half of 1954, and 35% 
compared with the last half of 1953. 

Production levels are apt to drop 20% in one com- 
pany, and to be down to some extent in three other 
companies as well. Employment is expected to fall be- 
low the level of the first half of 1954 in four companies 
and to remain the same in one. One company states 
that “several of our plants have reduced the number 
of hours worked per week, and one plant has been 
closed because of lack of customers’ orders.” 

Three producers have cut dollar inventories since 
the first of January, one has kept them at approxi- 
mately the same level, and one has allowed them to 
increase by 4.6%. The ratio of inventory to sales 
has gone up in two instances, remained constant 
in two, and gone down in one. Some decreases in 
inventories during the second half of 1954 are antici- 
pated by three companies—as much as 20% in one 
case. One company expects little variance from pres- 
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ent levels, and one thinks some increase will occur 
during the next few months. 

Profitwise, the indicated changes are all downward. 
Four companies concur in thinking the last half of 
1954 will show less profit before taxes than was 
earned in the first half of 1954, and that the full year 
1954 will show less profit than in 1953. One company 
faces the prospect that profits before taxes for the 
second half of 1954 “will probably be off about 80% 
as compared with the first half of 1954” and those for 
the 1954 calendar year “off about 75% as compared 
with 1953.” 

Hopes for an early upturn in business are pre- 
dicated on a revival of railroad revenues and purchas- 
ing. One producer points out that “during approxi- 
mately the last year and a half, the railroads have 
undertaken a program of inventory reduction which 
has reacted severely against railroad suppliers. In the 
case of many small items, the railroads have been 
able to live off their inventories. We are hoping this 
situation has about reached its inevitable conclusion, 
and that we may again experience an upturn in orders 
in the near future.” 


Steel 


Some pickup in new-order volume is indicated by 
the five steel companies reporting on their business 
outlook for the balance of 1954, but the picture is not 
particularly bright as regards either billings or profits. 

Three of the five companies look for some upturn 
in their business during the third or fourth quarter, 
but two discount the possibility of any significant 
pickup during the next few months. One says: “We 
do not think that our business will pick up appre- 
ciably before the middle of 1955 at the earliest date.” 
Another company writes as follows: 


“We were very little affected by the business decline, 
but due to conditions somewhat peculiar to our customers 
in the oil industry, we are now being adversely affected, 
and it is doubtful whether any pickup will occur for at 
least a year.” 


Three companies expect new orders to be “mod- 
estly higher,” “about 6% greater,” and “10% great- 
er,” than in the preceding six months. Two anticipate 
that they will be lower. The comparison of antici- 
pated new orders with those during the same period 
of 1953 is unfavorable in the case of four of the 
five companies. The remaining company expects no 
change. The magnitudes of the expected drop-offs 
are estimated as “moderate,” “8%,” and “26%.” 

The prospective trend in billings is upward for 
one company, downward for two, with one company 
expecting no change between the two halves of 1954. 
Compared with the last half of 1953, billings for the 
current half year will be uniformly down—by “over 
8%,” “10%,” and “16%.” 


On balance, there will be little change in the last 
half of 1954 in production levels. Two expect increases 
of 8% and 10%, respectively, and two foresee de- 
creases of unspecified magnitude. Employment, on 
the other hand, appears likely to shrink below first- 
half levels. 

One producer estimates that “total employment 
for the second half should be down about 5% com- 
pared to the first half of 1954,” and that “the average 
workweek will be about two hours longer per week 
in the second half compared to the first half of 1954.” 
Another feels that employment will be approximately 
the same “but the heretofore shortened workweek will 
be approximately 10% greater.” Two other companies 
expect “some” decrease in average number of hours 
per week. 

Inventories have moved down from January 1 
levels, both in dollar volume and as a per cent of sales, 
but none of the five companies contemplates any ap- 
preciable reduction below present levels. On the other 
hand, two anticipate increases—to correspond with 
higher production and sales in one case, and “because 
of the seasonal building of ore stocks” in the other. 

The cooperating companies have no expectation 
that profits for the last half of 1954 will exceed those 
of the first half, or that 1954 as a whole will yield 
better profits before taxes than were realized last 
year. Two of the five producers hope that profits 
for the last half year may equal those of the first 
half, but three expect them to fall short. Declines 
in annual profits from 1953 to 1954 are appraised as 
“substantial,” “33-1/3%,” and “40% to 50%.” 


Miscellaneous Metals 


As a group, the manufacturers of miscellaneous 
metal products uave not yet benefited from any gen- 
eral revival in business activity, although individual 
companies among the eight respondents see some evi- 
dence that bookings and deliveries will be higher dur- 
ing the current half year. 

Opinions on the future outlook differ considerably. 
One company says, “we are already experiencing the 
pickup in business that we had anticipated.” An- 
other “could not hazard a guess as to when the vol- 
ume of business will be greater.” Still another notes 
“a lessening in demand for dur product during the 
past six or eight months, and continued keen compe- 
tition which may result in less business and lower 
profits.” Two respondents feel that it will be 1955, at 
least, before there is any marked improvement in 
demand for their product. 

In appraising their new-order outlook for the second 
half of 1954, five companies expect decreases from 
first-half levels, two see increases, and one no change. 
Decreases in dollar billings are predicted by five of 
the companies, while only one expects them to be 
greater. 
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Comparisons with the second half of 1953 show 
very similar results, with only three out of eight 
companies expecting to top last year’s records in the 
case of new orders, and only two out of eight doing 
better in the case of billings. 

One company writes that “dollar billings for the 
last half of 1954 will be about the same as for the 
first half of the year, which is 39% below the last half 
of 1953.” Upward and downward changes forecast 
by other producers are of considerably less magnitude. 

Some over-all drop in production rates and in total 
number of employees is indicated, as is some decline 
in the average workweek. One company says: 


“The rate of production in the second half of 1954 will 
be 11% lower than in the first half. Employment will be 
16% lower, partly as a result of layoffs, and partly because 
of a shorter workweek.” 


Another writes as follows: 


“Our rate of production for the last half of this year 
will be about 15% less than it was for the first six months. 
There will be little or no change in employment, except 
that under no circumstances will there be any overtime. 
We have had some overtime during the first six months.” 


A tally of company replies shows that six com- 
panies expect some shortening of hours during the last 
half of this year, and four expect employment to be 
less. Other cooperating companies foresee a main- 
tenance of first-half levels in hours and number of 
employees. 

Over-all, inventories have diminished since the 
first of the year, but two companies report increases. 
One producer explains an increase in dollar inventories 
of steel: 


“The total steel in our yard is more than at the begin- 
ning of the year if we include material for contracts already 
taken. The unsold inventory is more, but still a very low 
percentage of sales. Due to quicker deliveries and a smaller 
backlog, we rather think that our total dollar inventories 
will decrease during the second half of 1954, but the unsold 
stock may be greater.” 


Another manufacturer reports June 30 inventories 
16% above those at the beginning of the year, and 
states that on an annual basis they are now 28% of 
sales as compared with 18% in the last quarter of 
1953. 

Some further decline in inventories during the bal- 
ance of the year is expected by five of the reporting 
companies. 

The profit outlook is not too promising for the sec- 
ond half of 1954, according to most of the cooperating 
companies. Two anticipate that profits before taxes 
will be better than those of the previous six months, 
but one of these points out that “this is partly because 
profits during the first half of 1954 were at a very low 
level.” 
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The other says “profits will be slightly better than 
in the first half because of operating economies re- 
cently instituted.” This executive goes on to say, 
however, that “profits for the year 1954 will be 60% to 
70% lower than 1953.” 

Of seven companies offering comparisons of 1954 
and 1953 profits before taxes, five expect the current 
year to show lower profits, and two hope to equal 
but not exceed their 1953 earnings. The one company 
venturing an estimate on the extent of the decline 
in its annual profits puts it at 15% to 20%, and 
suggests that “factors other than the general decline 
in business are responsible for the relatively bad 
showing for 1954.” 


NONMETALS 
Building Materials and Supplies 


“Our business has not been adversely affected by 
the business decline. As you have probably noticed, 
the building industry is doing pretty well”—this 
happy state of affairs in the building materials and 
supplies industry is confirmed by four of the six 
companies contributing to the business outlook sur- 
vey. And even the two companies that felt some ad- 
verse effects from the business decline are already 
enjoying a pickup in business and profits. One writes 
as follows: 


“Our business was somewhat adversely affected by the 
business decline during the latter part of 1953, and we 
found that business was quite slow the first four months 
of 1954. We have, however, experienced quite a substan- 
tial increase in business in the past few months, and we 
are now exceeding 1953 comparative sales by about 10%, 
and our profits have been substantially better.” 


The second company expects a recent pickup in 
activity to be maintained for the remainder of the 
year, but has some apprehension that “stiffer com- 
petition and price cutting, which is becoming more 
pronounced,” may alter the currently favorable out- 
look for profits during the last half of 1954. 

The new-order trend is still up. Four out of five 
companies expect to book more business during the 
second six months of 1954 than in the first six 
months, and one expects new orders to approximate 
first-half levels. Compared with the second half of 
1953, new orders will be up for three companies and 
at comparable levels for two others. 

The forward outlook for billings is even brighter. 
Second-half figures will be higher for five out of six 
producers, in dollar value if not in volume. One execu- 
tive explains: 


“As we will probably receive the benefit of the moder- 
ate price rise already in force during the second half of 
1954, the dollar billings should be somewhat better than 
those for the two prior six-month periods.” 
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Measuring their performance against last year, all 
six companies expect billings to be higher. Increases 
of 8% to 10%, and 10% to 15% are mentioned. Price 
increases on cement contribute to the more favorable 
showing for some respondents. 

The dollar value of production will be pushed up 
somewhat during the second half because of wage 
and price increases that have taken place in the in- 
dustry. In all, five companies report that production 
will be greater in the second half, with specific in- 
creases of 4% and 5% cited in two instances. A 20% 
decrease in output reported by one company is said 
to be “normal,” in that the raw material (hardwood 
logs) is largely obtained in the early part of the cal- 
endar year. 

No dip in employment or working hours is indicated 
by any of the reporting companies, and two coopera- 
tors plan for minor increases. 

“Our total employment will be about 4% higher, 
and the average workweek will be about forty-one 
hours as compared with thirty-nine hours in the first 
half of 1954,” writes one company. To avoid a drop 
in employment corresponding to its seasonal produc- 
tion pattern, one company will follow its normal 
practice of scheduling “more ‘remanufacturing’ opera- 
tions in the latter half of the year.” 

Inventory changes since the first of the year follow 
no uniform pattern and do not appear significantly 
related to the business outlook. Seasonal increases 
and decreases tend to cancel out, and to overshadow 
minor adjustments in inventory-sales relationships. 
No abnormal inventory situations were reported. 

The profit outlook is definitely favorable. No re- 
porting company sees any deterioration from the pre- 
vious six-month level, and five of the six predict that 
gross profits will be higher during the ensuing six- 
month period. 

The 1954-1953 comparison is not quite so favor- 
able, but only one company expects this year’s profits 
before taxes to fall below those realized last year. The 
anticipated drop-off for this company is 15% to 25%. 
Increases over 1953 profits are in prospect for two 
companies and three others expect their 1954 earn- 
ings to equal those of last year. 


Chemicals 


Chemical companies participating in the survey 
express a generally optimistic view on the business 
outlook for the balance of 1954 even though profits 
will not match those of last year. Despite some set- 
backs from previous high levels of activity, current 
sales and production forecasts are favorable for the 
majority of companies reporting. To quote one com- 
pany president: 


“We believe that the shake-out, or consolidation, or 
whatever you might wish to call it, is very nearly com- 


pleted, and that the trend is likely to be mildly upward 
in the foreseeable future.” 


Another company views the business decline as a 
healthy adjustment preceding a new period of growth: 


“While our business has been adversely affected by the 
business decline, we feel that we are still operating in a 
very good volume, and if the present rate can be main- 
tained we will be able to earn quite a satisfactory return 
on our investment. We believe activity in 1953 was ab- 
normally high, that the correction was needed, and that 
the climb back to the 1953 level and above will be a grad- 
ual one, starting from our present level of volume.” 


Several respondents expect an upturn in business 
this fall, but at least one company feels that none 
will occur before 1955. 

New-order prospects for the second half of 1954 
are rated as good as, or better than, those of the 
previous half year by six of the eight companies 
giving information on this point. Four companies ex- 
pect to book more orders in the current period, while 
two expect the same volume of new business. In re- 
lation to the last half of 1953, only one company an- 
ticipates a higher level of bookings, with three others 
expecting new orders to be at about the same level as 
last year, and four expecting them to be lower. 

A step-up in dollar billings above the January- 
June figure is predicted by five companies. Three co- 
operators expect somewhat lower billings for the 
period, and one foresees no appreciable change. Esti- 
mated comparisons with the same period of 1953 indi- 
cate a drop in volume for four respondents, about the 
same volume for three, and somewhat greater volume 
for two. 

The indicated percentage changes are generally 
small, averaging not more than 5% up or down from 
previous levels. Somewhat more substantial differ- 
ences, however, are forecast by one company: 


“New orders for the next six months should show a 
16% improvement over the first six months of 1954, but 
an 18% drop against the last six months of 1953. Our 
dollar billings for the second half of 1954 should be 12% 
better than for the first half of the year, but 914% behind 
the same six months in 1953.” 


Production rates will also vary within a fairly nar- 
row range, according to the replies of the participating 
companies. A new plant recently put into operation 
will boost the output of one manufacturer. Minor in- 
creases, in line with prospective sales, are indicated 
for six other companies, whereas two companies expect 
output to decrease by 5% and 15%, respectively, and 
another expects it to continue at the same rate. Apart 
from the one new plant that has been built, employ- 
ment and the workweek average will be affected to 
a negligible degree by the contemplated production 
increases. As one company explains: “Any increase 
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in output to meet the expected modest sales rise 
should not require more men or longer hours.” 

Seasonal changes in inventories have been substan- 
tial for several companies, and hence the relative num- 
ber of companies increasing or decreasing stocks has 
comparatively little significance in terms of the busi- 
ness outlook. Nevertheless, the replies indicate a gen- 
eral downward trend since January 1, both in terms 
of dollars and as related to sales volume. Some net 
build-up of inventories is indicated during the coming 
months in anticipation of seasonal sales requirements, 
and, in the case of one company, because a decision 
has been made to increase the inventories of selected 
raw materials “as a safeguard against possible world 
crises.” 

The only consensus on profits is that the year 1954 
will not measure up to 1953. Seven manufacturers 
forecast somewhat lower profits before taxes, one 
thinks they “will be even with 1953,” and one expects 
them “to be about 7% higher.” 

Comparative estimates for the two halves of 1954 
are evenly balanced, with three companies stating that 
profits will be better in the current half year, two that 
they will run about the same, and three that they 
will be below the previous six-month figure. Potential 
increases and decreases do not exceed 5% to 10% in 
most cases. A 25% drop-off in gross profits is esti- 
mated by one company, but most of this, it is pointed 
out, will be offset by the elimination of the excess- 
profits tax. 


Food 


Most of the twelve food companies cooperating in 
the business outlook survey find themselves less af- 
fected by the business decline than by fluctuating raw 
material prices—notably coffee and cocoa beans—and 
seasonal variations in crops and livestock supplies. 

Barring unforeseen delays in general business re- 
covery, 1954 is expected to be a good year. One food 
company writes as follows: 


“Our business has not been affected by the business de- 
cline, since generally we feel the effect of a serious busi- 
ness decline several months after it takes place. I think 
a lot will depend on what happens to the heavy goods 
industries, especially steel, automobiles, construction, etc. 
We are optimistic!” 


A meat packer points out that “the meat business 
is not adversely affected by a business decline as are 
other industries, because the meat industry finds a 
price level at which the total livestock supply will 
move into consumption.” 

Since advance orders are of little concern to many 
food companies, the business outlook for the last half 
of 1954 is best judged by forecasted sales or dollar 
billings. Of ten companies submitting estimates, seven 
report improved sales prospects, two foresee no change 
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in trend, and only one expects a decline from first- 
half levels. In the year-to-year comparison, the re- 
sults are even more favorable, with nine companies 
anticipating higher billings, and one expecting no 
change from last year. 

Percentage increases of 2%, 3%, and 5% over first- 
half billings are expected by individual companies. 
Seasonal influences, and appreciated raw material 
values, will swell the increases for certain companies. 
Thus one company expects “considerably greater” 
sales, because it normally does more than 50% of its 
annual business in the second half. Another company 
writes as follows: 


“We anticipate that our tonnage for the second six 
months of 1954 will be about 10% above that of the first 
six months of 1954, and about 15% above that of the 
last six onths of 1953. Due to an extremely elevated 
[commodity] market, we expect the dollar billings for the 
second half of 1954 to be up about 35% from the first 
half of the year, and up about 70% as compared with the 
second six months of 1953.” 


Similarly, another company advises that “because 
of higher prices owing to the tremendous increase in 
the cost of one of our principal raw materials, we 
feel that our dollar sales in the second half of this 
year will be greater than last year, even though the 
tonnage will remain about the same.” 

Price changes will work in the opposite direction 
for certain meat-packing firms that feel “the second 
six months in the calendar year will bring increased 
volume—but at somewhat lower dollar billings.” 

A milling company, which measures its outlook only 
in tonnage terms, feels that the poor business situa- 
tion of dairymen and poultrymen may result in 
“a little lower volume” during the second half of 1954. 

Production trends will conform to those of billings 
in most cases, with total output expected to increase 
in six companies and remain fairly stable in six others. 
Reasons for increases include the processing of sea- 
sonal commodities, and price changes, which enhance 
the value of output even though volume remains 
stable. 

Employment and average working hours will be 
relatively stabilized. Three companies anticipate some 
upward trend in both areas; one company expects 
some decrease in the average number of employees. 
Added temporary employment of between 5,000 and 
8,000 employees for a two-month period is reported 
by one company, with some other companies also ex- 
pecting increases of the work force during the harvest 
season. 

Special equipment that has been put in to reduce 
the cost of packaging accounts for an anticipated 
decline in number of employees reported by one 
manufacturing company. 

Inventory trends show no clear-cut pattern, largely 
because of different seasonal cycles in the building up 
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and liquidation of inventories in the industry. Ap- 
preciation in the dollar value of inventories is also a 
significant factor. 

In the case of one candy manufacturer: 


“Our current dollar inventories are probably 30% higher 
than they were at the beginning of the year, as a result of 
inventory appreciation due to the present high level of 
the cocoa bean market. Our present dollar inventories are 
probably about 20%-25% of our annual sales.” 


On the other hand, another company has reduced 
its dollar inventory by 21% since the beginning of 
the year. Its “inventory as of June 30 represents 
69% of the average monthly sales of 1954. The in- 
ventory at December 31, 1953, was 85% of the average 
monthly sales for the year of 1953. Dollar inventory 
will probably increase in the second half of 1954.” 

Expected inventory changes during the second half 
of 1954 are as follows: up for three companies, down 
for four, and unchanged for three. 

The profit outlook is considered favorable, as related 
both to first-half earnings and to the year 1953. Those 
companies expecting to surpass their first six months’ 
profits before taxes outnumber, six to two, those ex- 
pecting lower profits. One company expects to hold 
the same level of earnings, and three offer no estimates 
on their relative showings. The tally on 1954 profits 
in comparison with 1953 shows six expecting higher, 
and only one expecting lower profits this year. Three 
companies estimate no change in profit levels, and two 
do not express an opinion on this point. 

Comparative profits are influenced by seasonal fac- 
tors and fluctuating costs of raw materials, and hence 
are hard to evaluate in terms of general business 
conditions. 

Thus one company reports a substantial increase 
in profits before taxes despite declining sales: 


“Our business has shown a decline in dollar sales of 
2.8% for the first six months of 1954. Our profit before 
taxes, however, has shown an increase of 18% to 20% due 
to the reduced cost of one of our principal ingredients.” 


In contrast, the profits of other cooperators are ad- 
versely affected by fluctuations in raw material prices: 


“We expect that the ratio of profits before taxes will be 
higher than last year. However, as we are on a last-in— 
first-out inventory basis, the adjustment for LIFO comes 
off the profit before taxes. Owing to a big increase in the 
price of one of our principal raw materials this will to some 
degree adversely affect the net profit figure.” 


The comment concludes on a note characteristic of 
several other food industry respondents: 


“The decline in our business due to the general business 
decline has not been material, and we think we will come 
close to picking up the difference during the remaining 
part of this year.” 


Mining and Quarrying 


“Business has been adversely affected by a decline 
in the running time of steel, manufacturing, and a 
number of other industries. If and as those industries 
pick up, coal will pick up.” This opinion, voiced by a 
coal company, is concurred in by at least one other 
member of the mining industry. 

Two of the four respondents expect that there will 
be a reversal in the business trend by the end of 
1954, which will lead to improvement in their own 
levels of activity. 

Only one company considers the new-order out- 
look for the current half year improved, as com- 
pared with two that expect a decline in bookings, and 
one that expects “only a minor difference” from first- 
half levels. All three expect an unfavorable com- 
parison with the corresponding period of last year. 
One company says: 


“Our new orders for the last half of 1954 will be 50% 
of our new orders received during the first half. They will 
also be 50% of our new orders received during the last 
half of 1953.” 


Another estimates that new orders during the cur- 
rent period will be 53% of those in the same period 
last year. 

The picture is somewhat better as regards dollar 
billings, in that one company is “still working off a big 
backlog and will continue to do so for many months,” 
and another company expects a normal seasonal rise 
in sales during the second half of the calendar year. 
As a consequence of these special conditions, 10% 
and 40% increases in billings are anticipated by these 
two companies for the second half of 1954. 

Compared with the last half of 1953, the current 
billings will be “10% higher,” “3% lower,” and “47% 
lower” for three of the companies reporting. 

The rate of production is expected to decline in 
three companies during the second half-year, and to be 
seasonally up by about 10% in the fourth. The de- 
crease in output will amount to 28% in one instance, 
“not more than 5% or 10%” in another. 

The number of employees is expected to decrease in 
one company from an average of 525 during the first 
six months of 1954 to an average of 470 for the last 
six months. No other significant changes in employ- 
ment or hours of work are mentioned. 

Inventory trends differ sharply from one company 
to another. One company reports the following 
changes since the beginning of the year: 


“During the first six months of 1954, finished product 
inventories increased $703,186, and raw material and 
supply inventories decreased $1,366,366. As a per cent of 
sales, finished products increased 21.8%, and raw material 
and supplies decreased 42.4%. Dollar inventories will in- 
crease during the second half of 1954 due to purchase of 
coal during the lake season.” 
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The profit comparisons are relatively unfavorable 
for the second half of 1954, and for 1954 as compared 
with 1953. Two of the four cooperating companies 
expect to earn less profits before taxes in the second 
than in the first half of this year, and all four expect 
1954 profits to fall short of those for 1953. One com- 
pany expects profits before taxes to be approximately 
50% greater in the last half of 1954 than in the first 
half—a normal seasonal rise—but expects a 12% 
drop in annual profits. Another producer says that 
profits before taxes will be about the same for the 
two halves of 1954, “due to backlog”: 


“We are working largely on contracts taken months 
ago. Profits for 1954 will be less than 1953, not because 
of the recent business slump but because we had to sharpen 
our pencils to develop this backlog when we did, through- 
out last year and early this year.” 


Another comments that “profits for the industry in 
the second half, owing to some unjustified price re- 
ductions made by the industry as a whole, will be less 
than the first half, and the profits before taxes for 
the entire year of 1954 will be 25%-50% below 1953.” 

The fourth company reports that “profits before 
income taxes in both the first and last half will be 
negative.” 


Paper 


Continued good volume is the composite outlook 
for the ten paper manufacturers participating in the 
survey. Some softening of prices in certain grades has 
appeared, but does not add up to any over-all threat 
to a profitable second half-year. 

In general, the cooperating companies have felt no 
direct impact from the business decline and “are look- 
ing forward to the continuation of the same produc- 
tion activity.” One company that expects reduced 
profits before taxes explains that it has not been ad- 
versely affected, as far as volume is concerned, by the 
business decline, and that “loss in sales and profits 
reflects lowered selling prices.” 

New orders appear to be climbing above first-half 
levels, with six companies estimating increases, as 
compared with two estimating “no change,” and two 
estimating declines in bookings from the first half 
of 1954. Compared with the second half of last year, 
only five expect higher bookings, but they still out- 
number the three that expect lower bookings. Two 
reporting companies foresee no material difference 
between the two periods. Variations in activity are 
within a narrow range, for as one company explains: 
“We are running and have been running practically 
full, and look forward to continuing this rate of 
production—so we can have little change.” 

One company expects new orders for the next six 
months “to run approximately 98% as compared with 
those of the first six months of 1954,” and 110% as 
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compared with the last six months of 1953. The com- 
parable percentages for dollar billings are estimated 
at 94% and 110%. The reduction in anticipated dol- 
lar billings for the last half of the year is due to a 
“vacation shutdown.” 

The nine companies reporting on dollar billings ap- 
praise their prospects for the second half of 1954 as 
follows: four expect to exceed both first-half 1954 
and last-half 1953 levels; two expect to maintain the 
same rate of billings; and three expect to fall somewhat 
below the previous two periods. Percentagewise, the 
anticipated changes rarely exceed 5%. 

One company “expects to be oversold the second 
half of 1954, and billings to be between 10% and 
15% greater due to new capacity coming into produc- 
tion.” Another expects a drop in billings from 5% 
to 10% below the two preceding periods, “due largely 
to substantial price reductions which have been made 
in several of our major grades during the last six 
months.” 

Because of prevailing high production levels, only 
minor changes are indicated in levels of output, and 
virtually no changes in total employment and the 
length of the average workweek. 

The new capacity introduced by one company will 
account for a “less than 5%” increase in number 
of employees over 1953 levels. 

Vacation shutdowns and reduced prices account 
for slight changes in the value of output below first- 
half levels in three companies; these are counter- 
balanced by “slight” or “5%” increases anticipated 
by three other companies. 

Inventory changes are diverse in direction, and 
relatively unimportant in volume. On balance, in- 
ventories appear to be lower than at the beginning 
of the year both in dollar value and as a per cent of 
sales. Downward changes in value and ratio to sales 
are reported by four companies, as compared with 
three companies in which dollar inventories have gone 
up and one in which the inventory-sales ratio has 
also gone up. The trend during the last half of 
1954 is expected to be slightly upward in four com- 
panies, downward in two. The industry pattern is 
exemplified by that of one company: 


“Our current dollar inventories are about 14% less 
now than at the beginning of the year. As a per cent of 
sales they are about 4% less. We expect our dollar inven- 
tories to increase slightly during the second half of 1954.” 


Major ups and downs in profits are forecast by only 
a few companies. One expects that “profits before 
taxes for the second half of 1954 will be approxi- 
mately 25% below those for the first half, and profits 
for the entire year of 1954 will be approximately 20% 
below those for 1953.” Another says: 


“Our profits before taxes for the second half of 1954 
should be about the same as the first half or slightly 
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less—prices of raw materials and labor are still increasing. 
Profits for the entire year of 1954 will be substantially 
down from those of 1953—perhaps 35% to 40%.” 


Another respondent expects “substantially higher” 
profits for the last half of 1954; “a little less” for 
the entire year 1954 as compared with 1953. 

The direction of change from first-half levels is 
expected to be up in three companies, down in three. 
Three others foresee no change in level. Profits for 
the entire year 1954 are expected to go above 1953 
for four companies, to fall below for three. Two manu- 
facturers expect equal profits before taxes for the two 
years. 


Petroleum 


The sales outlook for the last half of 1954 appears 
relatively stable to the five petroleum companies 
participating in the survey. While the business de- 
cline has interrupted the prevailing upward trend in 
volume, a new upward movement is forecast for 
the end of the year, or in 1955, by three of the five 
companies. 

One West Coast company writes as follows: 


“The general decline in industrial activity has unques- 
tionably reduced the very high growth rate for petro- 
leum products experienced during recent years in this 
area as well as for the total United States. Assuming a 
moderated and extended defense preparedness program 
but no full-scale warfare, we expect that by late next 
year there will be some general increase in industrial 
activity at least commensurate with anticipated popu- 
lation growth, and that the demand for petroleum will 
reflect this growth.” 


Dollar billings for the second half of 1954 are ex- 
pected to approximate those of the first half for two 
companies, to exceed them for one company, and to 
be lower for one. In relation to the second half of 
1953, billings will be larger for three companies and 
about the same for two others. 


One company expects a somewhat more favorable 
comparison in volume than in dollar terms. For the 
last six months of 1954, it is expected that the volume 
of sales for domestic consumption will be approxi- 
mately the same as the first six months of the year, 
both periods being about 3% above the last six months 
of 1953. Dollar billings, however, will likely be similar 
to the last half of 1953, which was lower than the first 
half of 1954.” 

Another company forecasts that dollar billings for 
the second half of 1954 will be about “10% greater” 
than in the first half, and “about 7% greater” than in 
the last half of 1953. 

Four companies expect second-half production to 
run “about 16% greater,” “5% higher,” “slightly 
ahead,” and “up slightly” as compared with first- 
half production. The fifth company expects it to be 
“a little less” than for the first six months. 


Employment and average working hours are not 
expected to change materially from first-half levels. 
One company advises that “total employment and 
overtime hours may decline slightly”; another expects 
a slight rise in employment. 

Trends in inventories vary considerably from com- 
pany to company. One reports dollar inventories 
down 4% from January 1 levels, but “up 32 percentage 
points” in relation to sales. Some further build-up 
of dollar inventories is expected by this company 
during the last half of 1954. ) 

Another company reports dollar inventories up 
3.5% above those of the beginning of the year. On 
the basis of current month’s demand, the January 1 
inventories represented 107 days’ supply, the July 1 
inventories approximately 110 days’ supply. Some 
decrease in inventories is contemplated before the 
close of the year. 

Inventories are down “both absolutely and as a 
per cent of sales” in another company, and “are ex- 
pected to continue to decrease slowly.” 

In the remaining two companies, inventories have 
been relatively constant, “with seasonal variations of 
individual lines.” Both respondents expect some 
build-up in inventories before the end of the year. 

Opinion on profit expectations is split, with two 
companies anticipating better profits before taxes for 
the second half of the year as compared with the 
first, two anticipating lower profits. The fifth, “as- 
suming no change in current crude oil and product 
prices,” expects profits to be about equal during the 
two halves, and little or no change for the year 1954 
as compared with 1953. 

One other company also expects its 1954 profits 
before taxes “to be very close to the 1953 profits,” 
but the remaining three say their 1954 before-tax 
profits will be “lower,” “a little lower,” and “slightly 
below” those of 1953. 


Textiles 


The seven textile firms reporting on the business 
outlook for the last half of 1954 see no early pros- 
pect of major improvement in their situation. Some 
pickup in volume is anticipated by various com- 
panies, but narrowed profit margins are expected to 
prevent comparable gains in dollar billings and profits. 

Three companies expect an upturn in new orders 
during the second half of 1954; three expect little or 
no change, and one expects a downturn in new busi- 
ness from first-half levels. In terms of billings, com- 
parisons between the two halves indicate larger bill- 
ings in the current six months for four companies, 
reduced billings for one, and approximately no change 
for two. 

Compared with the corresponding period of 1953, 
dollar billings during the current six months are 
expected to be higher for three companies, lower for 
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one, and the same for two. One respondent provides 
no comparison with last year’s billings. 

In general, the anticipated changes in dollar billings 
are small in magnitude—“4% ahead of those for the 
first half of this year, and about 2% ahead of the 
same six months in 1953,” “exceeding the other two 
half-yearly periods in each case by 5% or more.” 

However, one company expects dollar billings for 
the second half of 1954 to be down 25% from the two 
previous periods, and another expects second-half 
billings to be “at least one third greater than the 
first half of the year, and a little more than for the 
same six months of 1953.” 

Production rates will be subject to little change 
from first-half levels, according to five of the seven 
companies reporting. However, one expects dollar 
output to be 20% to 25% larger than in the first six 
months, another expects it to be 25% less. The latter 
company state’ that total employment and the aver- 
age workweek will also be down 25% in the last six 
months of the year. 

One respondent thinks that “employment and pay- 
rolls should compare favorably with those of the first 
half.’ The remaining companies also report no 
changes in the number of employees and hours of 
work from first-half levels. 

Experience with inventories since the beginning of 
the year has been varied, but that of the following 
company is fairly typical: 


“They are currently lower than at the beginning of 
the year, but not low enough. As a percentage of sales 
of the previous six months they are fractionally improved. 
Dollar inventories during the remainder of 1954 will show 
a decline, though this will be tempered during the last 
months owing to the prospect of increased volume for 
spring of 1955.” 


Another executive reports dollar inventories up 
5% from January 1 levels, but feels they are “still 
well within normal limits,” and adds the following 
comment: 


“We have felt that our operating managements have 
done an outstanding job in the control of inventories in 
relation to sales. Our rate of sales has been off about 
10% from that of a year ago, but inventories have also 
averaged somewhat lower than those of a year ago. At no 
time have they been a cause of concern. We have not 
had to exercise pressures to slough off abnormal in- 
ventories.” 


Profits before taxes are expected to be somewhat 
higher in the current six months than they were in 
the preceding six-month period for three companies, 
lower for two, and approximately the same for an- 
other. Four of the six companies venturing a com- 
parison of 1954 and 1953 figures expect a less favor- 
able showing for this year, compared with only one 
expecting an improved showing. 
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In two cases, at least, the anticipated improvement 
is from a negative base: 


“A loss has been experienced during the first half 
of the year, and I am hopeful for the remainder of the 
year the loss, if any, will be on a reduced scale. Losses 
during 1954 should approximate 1953.” 


A rather similar comment is made by another co- 
operator: 


“We made losses during the first six month of 1954, 
but there will be a little less loss during the second half. 
The year will show us a loss, while 1953 showed us a 
profit. Our business has been seriously affected by the 
business decline, and we believe it will take quite a 
few months to get back again on a proper basis.” 


Miscellaneous Nonmetal Products 


The ten companies manufacturing miscellaneous 
nonmetal products concur generally in the belief that 
the business decline “has reached a bottom, and that 
a moderate pickup will be experienced during the 
latter part of this year.” This opinion is reflected in 
the company forecasts of new orders and dollar bill- 
ings during the second half of 1954. 

Of nine companies supplying forecasts on new or- 
ders, six anticipate advances over first-half levels, 
compared with only one anticipating a reduction. For 
dollar billings, five companies expect advances over 
the first six-month period, and two expect reductions. 

The year-to-year comparison, however, shows only 
three of eight companies expecting new orders and 
billings during the current half year to exceed those 
of the last half of 1953. Four companies expect re- 
ductions in new orders and billings from last-year 
levels, and one respondent expects them to be at ap- 
proximately the same level as in the last half of 1953 
“except for certain highly seasonal items.” 

One company executive expresses the opinion that 
business activity during the last quarter of 1954 
will be 25% to 30% better than the average for the 
first six months of 1954, but he is “not sanguine that 
the months of July-August-September will be very 
much superior” to that period, or to the last six 
months of 1953. 

Other companies forecast billings for the second 
half of 1954 at “10% above the first half of 1954,” 
“just about equal to the first half, and definitely less 
than the last half of 1953,” “10% to 12% ahead of 
the corresponding period of 1953,” and “25% less 
than the same period in 1953.” 

Production rates are expected to rise during the 
second half of 1954 in five companies, remain fairly 
constant in three, and decline below first-half levels 
in two companies. The largest increase mentioned 
is “about 10%.” 

One manufacturer advises that he will “probably 
have to cut down production because of gradually 
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climbing inventories.” Another reports a probable 
fluctuation in employment as follows: 


“Total unemployment and the average workweek are 
expected to decline slightly in the third quarter, but 
some pickup in both employment and hours is antici- 
pated in the fourth quarter of this year. The total of the 
last six months should be about the same, or only slightly 
lower than the first half of 1954.” 


The majority of reporting companies foresee little 
or no variation in hours or number of employees dur- 
ing the balance of 1954. 

Inventory changes have been within relatively nor- 
mal limits for the majority of the reporting compan- 
ies, with no distinct pattern emerging from the various 
reports. 

Excessive inventories are reported by one company, 
which indicates that “they have now increased to the 
maximum permissible size” and “unless shipments 
improve substantially we will cut back production to 
avoid top-heavy inventories.” 

Two companies report current dollar inventories 
down 8% and 10%, respectively, from the beginning 
of 1954. In one case, stocks have declined as a per 
cent of monthly sales from 275% at the end of De- 
cember, 1953, to 220% at the end of June, 1954. In 
the second company current inventories “represent 
approximately 42.5% of the first six months of 1954 
sales.” This company indicates that it intends to 
operate on “as tight an inventory control as is feasible 
and compatible with requirements,” during the coming 
months. 

Opinions are mixed on profit expectations for the 
last half as compared with the first half of 1954, but 
the participating companies agree, with one exception, 
that 1954 as a whole will not show profits before 
taxes as good as those earned in 1953. One producer 
finds that profits before taxes “are running slightly 
ahead of 1953.” 

Of the eight companies submitting opinions on com- 
parative profits during the first and second halves of 
1954, three expect the current half year will show 
higher profits before taxes; three expect it will show 
lower profits; and two expect no difference of any 
consequence between the two periods. Companies 
anticipating more favorable earnings say profits “will 
be very much better,” “should improve,” and “should 
be a little better.” One company sees a potential de- 
crease of 15%, and others expect last-half profits to 
be “the same to moderately lower,” and “lower,” than 
in the first half of the year. 

Some doubt about the future is voiced by one or 
two of the respondents. Thus one manufacturer writes 
as follows: 


“We are looking forward to the second half of this 
year with some degree of skepticism. While there is much 
talk of sustained activities in business and in many lines, 


it looks to us as though it was being sustained on too 
thin a basis.” 


Another company expresses a hope “that we have 
turned the corner as far as the slowdown of business 
is concerned,” and concludes that “from now on it 
will largely depend on the acceptance by consumers 
of our products, as against competition, in the Ameri- 
can market today.” 
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Business Forecasts 


(Continued from page 367) 


Cooperation, August 16)—“Thus far, we have avoided a 
speculative boom, and hence there has been no boom to 
bust. It is to be hoped that economic sanity will continue. 
However, some recent gyrations of the stock market are 
disquieting and their continuation might lead to a severe 
break at some future time. 

“Prices of farm products and other raw materials have 
been reasonably stable during the last year. Wholesale and 
retail prices have also been remarkably steady. Other 
favorable factors are the rapid increases in population of 
about 2.5 million a year and the so-called built-in economic 
shock absorbers adopted since 1933, such as unemploy- 
ment insurance, old-age pensions, public assistance and farm- 
price support programs. 

“Past history is against us, but there is reasonable hope 
that we may be able to avoid a severe depression following 
World War II. To do so will require intelligent conservative 
action by farmers and other businessmen. It will also re- 
quire government action to restrain booms and cushion re- 
cessions by sound policies on taxation, debt management 
and credit. 

“The general economic outlook for the next year or two 
is favorable. While 1954 will be below 1953, it promises to 
be better than 1952 or any other prior year—a good year. 
We cannot have a real depression with stable prices and 
high levels of employment and industrial production. A 
modest improvement in business is expected during the 
fall months. This recovery may not result in another boom, 
and, if so, it will be a good thing.” 


Transportation 


The Wall Street Journal (August 6)—‘Fast-rolling adop- 
tion of ‘piggy-back’ freight service is stirring up a boomlet 
for makers of truck and train equipment. 

“The equipment manufacturers’ sales to the railroad and 
trucking industry have been sagging until recently. But 
now the equipment men say the new freight-hauling tech- 
nique is creating a modest but cheering demand for every- 
thing from truck trailers and railroad flatcars to axle 
jacks and wheel blocks. . . . In addition to thousands of 
freight cars and trailers which would be needed if piggy- 
backing grows as expected, railroaders also are talking 
about building special terminals for handling this traffic.” 
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